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The  Legislative  Audit  Cominittee 
of  the  Montana  State  Legislature: 

This  report  details  the  results  of  our  audit  of 
the  Montana  Department  of  Revenue.   A  brief  description 
of  the  highlights  of  the  report  is  contained  in  the 
following  paragraphs. 

The  Withholding  Tax  Section  performs  only  occasion- 
al field  audits  of  employer  files.   As  a  result,  we 
found  employers  who  withheld  taxes  from  employees  but 
did  not  remit  these  taxes  to  the  department;  employers 
who  should  have  been  withholding  taxes  from  their 
employees  but  did  not  do  so;  employers  with  withholding 
rate  errors;  and  employers  who  did  not  properly  main- 
tain required  withholding  forms  for  their  employees. 
See  page  9  for  a  discussion  of  these  problems  and 
page  119  for  the  department's  response. 

A  statistical  evaluation  of  liquor  and  wine  inven- 
tories showed  an  excess  inventory  of  a  minimum  of 
$850,000  on  hand  at  June  30,  1978,  as  compared  to  a 
total  inventory  on  hand  of  $8,212,300.  The  major  reason 
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for  this  problem  is  that  the  computerized  purchasing 
system  does  not  consider  state  liquor  store  inventories 
in  determining  order  size.   See  page  24  for  a  discus- 
sion of  this  problem  and  page  123  for  the  department's 
response. 

Since  the  department  already  performs  a  signifi- 
cant portion  of  the  beer  tax  collection  and  distribu- 
tion process  and  has  the  information  necessary  to 
determine  distribution  amounts,  we  have  recommended 
that  legislation  be  enacted  to  transfer  the  distribu- 
tion authority  from  the  Department  of  Administration, 
Treasury  Division,  to  the  department.   See  page  35  for 
a  discussion  of  this  problem  and  page  124  for  the 
department's  response. 

Properly  completed  and  documented  in-office  and 
field  audits  of  taxable  persons  and  entities  are  a 
necessity  for  the  department  in  verifying  that  tax 
dollars  received  are  in  the  amounts  specified  in  Mon- 
tana statutes.   These  audits  should  also  include  tests 
to  ensure  that  all  applicable  persons  and  entities  are 
filing  and  paying  appropriate  taxes.   Inadequate  audit 
procedures  and/or  documentation  of  audit  procedures 
performed  by  the  department  prevent  us  from  concluding 
on  the  reasonableness  of  tax  revenues  except  for  amounts 
recorded  by  the  agency.   See  page  35  for  a  discussion 
of  this  problem  and  page  125  for  the  department's 
response. 


Title  2,   Chapter  6,   MCA,   relating  to  records 
retention,  creates  a  records  management  program  for 
executive  branch  agencies  of  the  state  of  Montana.   The 
department  discarded  records  relating  to  liquor  inven- 
tory, cash  receipts,  payroll,  accounting  transactions, 
accounts  receivable,  and  taxes  due  and  paid,  in  a 
manner  not  in  accordance  with  these  statutes.  Verifica- 
tion of  the  propriety  of  financial  statement  presentation 
and  an  agency's  compliance  with  applicable  statutes  can 
only  be  accomplished  through  the  examination  of  appro- 
priate records.   See  page  42  for  a  discussion  of  this 
problem  and  page  126  for  the  department's  response. 

The  Department  of  Revenue  compiles  four  sets  of 
tax  revenue  related  financial  reports  for  distribution 
to  the  public.   The  department  does  not  reconcile  these 
reports.  As  a  result,  users  of  Department  of  Revenue 
financial  information  cannot  be  assured  of  comparable 
information  between  reports.   See  page  41  for  a  discus- 
sion of  this  problem  and  page  126  for  the  department's 
response. 

We  noted  weaknesses  in  the  department's  data 
processing  physical  safeguards  and  procedures  which 
could  result  in  information  loss  or  abuse  and  ineffi- 
ciency of  operations.  Also,  the  department  utilizes 
the  Montana  State  University  computer  in  some  of  its 
data  processing  activities.  Results  of  our  review  of 
the  MSU  Computing  Center  indicate  that  to  provide 
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protection  of  confidential  information  and  to  be  as- 
sured of  continued  operation,  it  may  be  necessary  for 
the  Research  Division  to  discontinue  some  of  its  pro- 
cessing at  MSU  or  pursuade  MSU  to  provide  greater 
security   over   data   processing   operations.    See 
pages  53-63   for  a  discussion  of  data  processing 
problems   and   pages  129-130   for   the   department's 
response. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
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COMMENTS 
GENERAL 

The  Montana  Department  of  Revenue  was  created  in 
1971  under  the  Executive  Reorganization  Act.   The 
department  consists  of  12  divisions  as  set  forth  in  the 
accompanying   list   of   administrative   officials   on 
page  x. 

Excluding  the  Liquor  Division,  the  department 
employs  approximately  860  employees  and  expends  $11.2 
million  per  year  in  administrative  costs  collecting 
$250  million  in  tax  receipts. 

The  primary  function  of  the  Department  of  Revenue 
is  the  uniform  administration  of  all  state  taxes. 

We  performed  a  financial/compliance  audit  of  the 
department  for  fiscal  years  1975-76  and  1976-77.  The 
objectives  of  the  audit  were  to:  (1)  determine  if  the 
department's  financial  statements  present  fairly  its 
financial  position  and  results  of  operations  for  the 
fiscal  years  ended  June  30,  1976  and  1977;  (2)  deter- 
mine if  the  department  complied  with  applicable  laws 
and  regulations;  and  (3)  make  recommendations  for  the 
improvement  in  the  management  and  internal  controls  of 
the  department. 

We  thank  the  director  and  her  staff  for  their 
cooperation  and  assistance  during  the  audit. 

This  audit  report  covers  all  activities  of  the 
department  except  the  Property  Assessment  Division.   We 
have  reported  separately  on  this  area. 
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Internal  Control 

As  part  of  our  examination  we  reviewed  and  tested 
the  department's  system  of  internal  control  to  establish 
a  basis  for  reliance  thereon  in  determining  the  nature, 
timing,  and  extent  of  other  auditing  procedures  necessary 
for  expressing  an  opinion  on  the  financial  statements 
and  to  assist  in  planning  and  performing  our  examination 
of  the  financial  statements. 

The  objective  of  internal  accounting  control  is  to 
provide  reasonable,  but  not  absolute,  assurance  as  to 
the  safeguarding  of  assets  against  loss  from  unauthor- 
ized use  or  disposition,  and  the  reliability  of  finan- 
cial records  for  preparing  financial  statements  and 
maintaining  accountability  for  assets.   The  concept  of 
reasonable  assurance  recognizes  that  the  cost  of  a 
system  of  internal  accounting  control  should  not  exceed 
the  benefits  derived  and  also  recognizes  that  the 
evaluation  of  these  factors  necessarily  requires  esti- 
mates and  judgments  by  management. 

Our  study  and  evaluation  of  the  department's 
system  of  internal  accounting  control  for  fiscal  years 
1975-76  and  1976-77  would  not  necessarily  disclose  all 
weaknesses  in  the  system  because  it  was  based  upon 
selective  tests  of  accounting  records  and  related  data. 
We  found  no  material  internal  control  weaknesses. 
Report  comments  following  relate  to  management  problems, 


other  internal   control  weaknesses,   and  department 
noncompliance  with  applicable  statutes. 
REVENUE  ADMINISTRATION  RESPONSIBILITIES 

INCOME  TAX  DIVISION 

The  Income  Tax  Division  has  approximately  50 
employees  and  expends  $1  million  per  year  administering 
the  collection  of  $111  million  in  individual  income  tax 
related  receipts.  These  receipts  include:   (1)  estimated 
tax  payments;  (2)  withholding  tax  payments;  and  (3)  tax 
payments  accompanying  individual  income  tax  returns. 

The  Income  Tax  Division  Audit  Section  is  responsi- 
ble for  ensuring  taxpayer  compliance  with  Montana 
individual  income  tax  laws  and  regulations.   This 
responsibility  is  fulfilled  through  computer  testing  of 
return  information  and  auditing  returns  which  meet 
audit  criteria  established  by  the  audit  section  super- 
visor.  The  Audit  Section  also  has  a  field  audit  pro- 
gram.  Compliance  Section  employees  perform  testing  to 
identify  nonfiling  taxpayers. 

Internal  Control 

Internal  controls  would  be  improved  if  the  divi- 
sion would: 

--Require  documented  supervisory  reviews  of  division 
auditor  authorized  write-offs  of  uncollectible 
income  taxes  and  refund  payments  on  amended  returns. 

--Compare  a  list  of  tribal  certifying  officers  with 
tribal  certification  forms  to  verify  non-taxable 
Indian  reservation  employment. 

--Adequately  document  the  type  of  tests  performed  on 
income  tax  returns  they  review. 


•-Ensure  taxpayers  provide  such  information  requested 
on  the  income  tax  returns  as  signatures,  social 
security  numbers,  occupations,  required  schedule 
information  and  explanations,  and  dates. 


E^LCOMMI'.NIM'I'ION  #1 

We  recommend  that  the  department  improve  Income  Tax 

Division  internal  controls  as  discussed  above. 

Withholding  Section 

The  Income  Tax  Division  Withholding  Tax  Section  is 
responsible  for  ensuring  employer  compliance  with 
Montana  withholding  statutes.  The  section's  six  employ- 
ees maintain  withholding  records  for  approximately 
22,000  Montana  employers  who  submit:   (1)  quarterly 
withholding  reports   (Form  MW-5)  and  payments;   (2) 
annual  withholding  reconciliations  (Form  MW-10);  and 
(3)  employee  withholding  statements  (Form  W-2 ) . 
Records 

Our  review  of  the  Withholding  Tax  Section  dis- 
closed the  following  five  recordkeeping  related  opera- 
tional weaknesses: 

1.  The  use  of  the  section's  central  index  "tub" 
file  is  inefficient  and  its  accuracy  is 
dependent  upon  manual  processing  procedures. 
Filing  takes  at  least  one  day  per  month  and 
errors  occur  due  to  misfiling,  difficulty  in 
cross  referencing,  and  loss  of  cards.   The 


department  should  review  alternative,  more 
efficient,  methods  of  maintaining  an  index 
file.   One  method  would  be  the  use  of  computer 
produced  microfiche.   The  use  of  microfiche 
would:    (1)  increase  the  accuracy  of  the 
file,  (2)  provide  easy  access  for  more  than 
one  person  through  multiple  microfiche  copies, 
and  (3)  efficiently  provide  several  ways  for 
cross-referencing  employer  accounts. 
We  found  the  MW-lO/W-2  and  MW-5  filing  systems 
to  be  unorganized.   The  MW-10  and  W-2  forms 
are  essential  to  the  determination  of  the 
propriety  of  withholding  taxes  paid  and  the 
MW-5  report  is  the  basic  source  documentation 
for  quarterly  withholding  tax  payments  received 
by  the  department. 

Withholding  documents  stamped  by  the  Cashiers 
Section  upon  receipt  of  payments  are  original 
source  documentation  for  withholding  payments 
which  are  improperly  discarded  by  the  Withhold- 
ing Tax  Section. 

We  found  instances  where  the  cashier  number 
appearing  on  a  MW-5  form  was  not  from  the 
correct  year's  sequence  of  numbers.  Stamping 
such  an  incorrect  number  on  an  MW-5  form 
results  m  apparent  duplicate  numbers  and  a 
general  discontinuity  in  the  MW-5  files. 


5.    The  Withholding  Tax  Section  does  not  have  an 
adequate   system  of  filing  correspondence 
either  sent  to  or  received  from  employers, 
including  documentation  of  reasons  for  late 
filing  or  payment.   If  the  section  does  not 
receive  a  response  from  a  delinquent  employer 
within  six  quarters,  personnel  assume  the 
employer  is  out  of  business  and  no  additional 
review  is  made. 

RECOMMENDATION  #2 

We  recommend  that  the  department  correct  weaknesses  in  the 

Withholding  Tax  Section's  recordkeeping  procedures  discussed 

above. 

Data  Processing 

The  Withholding  Tax  Section  utilizes  two  data 
processing  systems  in  processing  the  large  volume  of 
taxes.   The  MW-5  system  was  designed  as  a  subsidiary 
detail  ledger  for  payments  received.   The  accounts 
receivable  system  was  designed  as  an  accounts  receiv- 
able subsidiary  detail  ledger  and  to  aid  in  the  delin- 
quent withholding  tax  billing  process.   We  noted  a 
number  of  problems  relating  to  these  systems. 

Withholding  Tax  Section  data  processing,  change 
registers,  and  update  reports  are  discarded  immediately 
after  use.   Data  processing  correction  lists  do  not 


contain  sufficient  information  to  determine  if  the 
correct  amount  for  particular  transactions  actually 
entered  the  systems.   The  systems  do  not  provide  any 
type  of  inquiry/research  capability  which  would  gener- 
ate for  the  Withholding  Tax  Section  a  report  of  all 
transactions . 

Withholding  Tax  Section's  data  processing  documen- 
tation necessary  to  provide  an  understanding  of  computer 
programs  is  missing.   As  a  result,  data  processing 
personnel  must  extensively  research  each  program  prior 
to  making  any  changes. 

The  Withholding  Tax  Section  does  not  have  a  user's 
manual  or  written  documentation  for  data  processing 
systems  procedures.   Processing  of  the  withholding 
systems  is  solely  controlled  by  the  section  supervisor. 
In  the  event  of  his  absence,  no  one  in  the  Withholding 
Tax  Section  is  adequately  trained  to  properly  control 
and  process  these  systems.   Because  the  system  does  not 
maintain  control  over  the  errors  detected  until  they 
have  been  resolved,  the  Withholding  Tax  Section  relies 
excessively  on  human  involvement  to  correct  errors  in 
the  MW-S  data  processing  system. 

Current  balancing  controls  in  the  withholding  data 
processing  systems  are  inadequate  to  ensure  data  inte- 
grity.  Our  review  disclosed  an  accounts  receivable 
notice  which  overstated  the  tax  due  by  $102,000. 
Because  of  this  weakness,  the  Withholding  Tax  Section 


manually  reviews  all  notices  produced  by  the  system 
prior  to  mailing. 

Because  the  MW-5  computer  system  does  not  provide 
limit  and  reasonableness  checks  to  detect  possible 
errors  due  to  keypunch  transpositions,  duplicate  payments, 
or  processing  documents  more  than  once,  payments  and 
accounts  due  in  1975  and  1976  were  not  properly  input 
and  recorded  by  the  MW-5  system.   Examples  include  the 
omission  of  the  state  of  Montana  withholding  tax  of 
$3,538,627  for  1975  and  the  duplicate  inclusion  of  a 
payment  of  $2,606  on  the  withholding  tax  revenue  subsid- 
iary detail  ledger  file. 

The  withholding  accounts  receivable  data  process- 
ing system  requires  manual  intervention  in  order  to 
process  credits  from  one  month  to  the  next.   Credits 
entered  onto  the  accounts  receivable  file  are  not 
reviewed,  and  management  reports  containing  credit  or 
refund  information  are  not  available  through  the  system. 

The  processing  of  the  MW-5  and  accounts  receivable 
systems  is  initiated  through  the  Department  of  Adminis- 
tration, while  the  Department  of  Revenue  is  responsible 
for  maintaining  and  upgrading  these  systems. 

RECOMMENDATION  #3 

We    recommend    that    the   department  correct  the  Withholding 

Tax    Section    related    data    processing    weaknesses    discussed 

above. 


Field  Reviews 

The  Withholding  Tax  Section  performs  only  occasional 
field  audits  of  employer  files.   Our  field  review  of  54 
Montana  employers  showed  that  currently  the  Withholding 
Tax  Section's  field  audit  procedures  are  not  adequate 
to  ensure  compliance  with  state  withholding  requirements. 
We  found  employers  who  withheld  taxes  from  employees 
but  did  not  remit  these  taxes  to  the  department; 
employers  who  should  have  been  withholding  taxes  from 
their  employees  but  did  not  do  so;  employers  with 
withholding  rate  errors;  and  employers  who  did  not 
properly  maintain  W-4 ' s  for  their  employees. 

There  are  also  no  field  auditors  to  verify  if  a 
business  no  longer  paying  withholding  tax  is  actually 
closed.  Since  the  amount  of  tax  withheld  is  the  basis 
for  the  amount  of  tax  paid  or  refunded  on  many  indivi- 
dual tax  returns,  the  department  must  determine  that 
employers  are  remitting  proper  withholdings  before  it 
can  be  assured  that  individuals'  tax  liabilities  are 
properly  paid. 

Montana  would  benefit  from  a  coordination  of  the 
employer  review  operation  of  the  Employment  Security 
Division  and  Workers'  Compensation  Division,  Montana 
State  Department  of  Labor  and  Industry,  and  the  Depart- 
ment of  Revenue,  A  coordinated  audit  effort,  with  the 
three  entities  performing  audit  work  for  each  other, 
would  prevent  audit  duplication  and  would  provide 


greater  audit  coverage  for  each  agency.   Audit  costs 
should  also  decrease  per  employer  visited  since  travel 
costs  wou]  d  be  cut  by  two-thirds  for  a  visit  to  the 
same  employer.   Additionally,  Montana  employers  would 
directly  benefit  by  dealing  with  one  set  of  auditors 
rather  than  three. 

RECOMMENDATION  #4 

We  recommend  that  the  department: 

A.  Strengthen    the    field    audit    program    over    employer 
payroll  records. 

B.  Consider  implementation  of  a  coordinated  employer  audit 
effort  as  discussed  above. 

CORPORATION   TAX   DIVISION 

The  Corporation  Tax  Division  has  18  employees  and 
expends  $330,000  per  year  administering  the  collection 
of  $25  million  in  corporation  license  tax  receipts. 

There  are  three  basic  types  of  corporations  under 
the  jurisdiction  of  the  division: 

1.  small  business  corporations; 

2.  domestic  corporations;  and 

3.  multi-state  corporations. 

The  department  considers  domestic  corporations  as  those 
corporations  organized  and  doing  business  only  in 
Montana.  The  multi-state  corporations  are  those  corpo- 
rations organized  in  any  state  and  doing  business  in 
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Montana  and  other  states.   Small  business  corporations 
qualify  under  section  15-31-201,  MCA,  as  such  and 
receive  special  tax  treatment  as  a  result. 

The  division  perforins  two  types  of  audits  on 
corporations--an  in-office  review  of  corporation  tax 
returns,  referred  to  as  a  desk  audit,  and  field  audits 
of  multi-state  corporations. 
MOTOR  FUEL  TAX  DIVISION 

The  Motor  Fuel  Tax  Division  has  25  employees  and 
expends  $360,000  per  year  administering  the  collection 
of  $44  million  in  fuel  tax  receipts. 

Most  money  collected  by  the  Motor  Fuel  Tax  Divi- 
sion is  received  from  gasoline  license  taxes  imposed  on 
gasoline  distributors  and  from  special  fuel  taxes 
imposed  on  special  fuel  dealers  and  users.   The  Motor 
Fuel  Tax  Division's  audit  procedures  consist  of  desk 
audits  utilizing  information  from  independent  sources. 
Unrecorded  Payables 

Special  fuel  taxes  can  be  paid  either  by  the 

special  fuel  dealer  or  by  the  user.   Most  users  or 

dealers  file  monthly  returns  reporting  special  fuel 

purchases  and  use.   Section  15-70-328,  MCA,  provides  in 

part: 

"Any  licensed  special  fuel  user  or  licensed 
special  fuel  dealer  who  has  paid  a  special 
fuel  tax  either  directly  or  to  the  vendor 
from  whom  it  was  purchased,  shall  receive 
credit  in  the  amount  of  any  tax  paid  on 
special  fuel  exported  for  use  outside  of  this 
state  or  for  any  use  off  the  public  roads  and 
highways  of  this  state  or  for  any  overpayment 
of  special  fuel  taxes  not  due  to  the  state." 
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Many  special  fuel  users  pay  tax  at  the  time  of  a 
special  fuel  purchase,  which  results  in  credits  reported 
on  monthly  returns.   These  credits,  which  in  our  sample 
tests  were  noted  as  large  as  $1,718,  and  were  found  on 
a  significant  number  of  accounts,  accumulate  until  a 
refund  is  request'^d  by  the  user.   They  are  recorded  in 
subsidiary,  unofficial  accounting  records,  but  not  on 
SBAS .   Only  liabilities  recorded  on  SBAS  may  practi- 
cally be  included  in  the  state's  financial  statements 
at  fiscal  year-end.   A  liability  such  as  fuel  tax 
credits  may  be  recorded  at  year-end  for  financial 
statement  reporting  and  reversed  at  the  beginning  of 
the  next  year,  thereby  simplifying  the  accounting.   The 
credits,  which  may  total  as  much  as  $250,000,  represent 
a  legal  obligation  of  the  Department  of  Revenue  and  as 
such  should  be  reported  in  the  state's  financial  state- 
ments . 

RECOMMENDATION  #5 

We  recommend  that  the  department  record  accounts  payable 
to  special  fuel  users  and  dealers  on  the  state's  accounting 
system  at  fiscal  year-end. 

Gasoline  License  Tax  Distribution 

The    Departjuent    of    Revenue    collects     a    gasoline 
license    tax    from    gasoline   distributors    for   each  gallon 
of   gasoline    distributed.       If  the   gasoline  was   sold   for 
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use  off  the  public  highways,  the  department  must  refund 
the  off-highway  gasoline  license  tax  previously  paid  by 
the  distributor. 

Prior  to  June  30,  1977,  statutes  required  the 
transfer  of  .6  percent  of  the  net  gasoline  license  tax 
(gross  gasoline  license  tax  less  refunds)  to  a  state 
park  account  under  the  control  of  the  Department  of 
Fish,  Wildlife,  and  Parks.   The  remaining  balance  was 
to  be  distributed  to  a  highway  earmarked  revenue  account 
under  the  control  of  the  Department  of  Highways. 
Effective  July  1,  1977,  section  60-3-201,  MCA,  requires 
that  .9  percent  of  the  gasoline  license  tax  be  trans- 
ferred to  the  state  park  account.   This  statute  also 
provided  that  distribution  of  .3  percent  of  the  gaso- 
line license  tax  shall  be  distributed  to  a  snowmobile 
account  under  control  of  the  Department  of  Fish,  Wild- 
life, and  Parks.   After  the  .9  percent  and  .3  percent 
transfers,  the  remainder  is  transferred  to  a  highway 
earmarked  revenue  account. 

The  Department  of  Revenue  is  computing  the  trans- 
fers to  the  state  park  account  and  the  snowmobile 
account  based  upon  the  gross  gasoline  license  tax 
rather  than  on  the  net  tax  after  refunds. 

The  effect  is  that  between  July  1,   1975  and 
January  1,  1978,  the  state  park  account  received  approxi- 
mately $53,800  more,  and  the  snowmobile  account  received 
approximately  $5,400  more  than  would  have  been  received 
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if  the  transfers  had  been  computed  on  the  net  tax, 
rather  than  the  gross  tax.   There  was  a  corresponding 
decrease  of  $59,200  in  deposits  to  the  state  highway 
earmarked  revenue  account.   The  statutory  provisions 
setting  forth  the  method  of  computing  the  tax  distribu- 
tion appear  to  exempt  refunds  from  the  amount  to  be 
distributed,  which  would  require  distributions  to  be 
based  on  the  net  tax  receipts  rather  than  the  gross  tax 
receipts.   However,  another  provision  of  the  same  code 
section  refers  to  "all  fuel  sold"  in  determining  the 
distribution.   Because  of  this  statutory  conflict,  we 
have  requested  an  Attorney  General ' s  Opinion  to  deter- 
mine the  proper  method  of  computing  the  distribution  of 
gasoline  tax  receipts. 
INHERITANCE  TAX  DIVISION 

The  Inheritance  Tax  Division  has  nine  FTE '  s  and 
expends  $120,000  per  year  administering  the  collection 
of  $6.5  million  in  inheritance  related  tax  receipts. 
In  addition,  the  division  is  responsible  for  administer- 
ing the  laws  relating  to  abandoned  property.   Most  of 
the  division's  work  relates  to  the  processing  and 
auditing  of  Montana  inheritance  tax  returns.   The 
Inheritance  Tax  Division  performs  desk  audits  only. 
The  Department  of  Revenue  and  the  Department  of  Justice 
have  joint  responsibility  for  escheated  estates. 
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Inheritance  Tax  Accounts  Receivable 

An  inheritance  tax  account  receivable  is  recorded 
when  an  authorized  certificate  of  inheritance  tax 
indicating  an  amount  due  is  issued  to  the  taxpayer; 
however,  the  division  takes  little  action  on  these 
recorded  receivables.   Five  of  our  44  inheritance 
accounts  receivable  random  sample  accounts  were  past 
due  over  1  year  with  no  documented  collection  action 
taken--some  were  established  in  the  1950 's  and  1960 's. 
When  each  receivable  is  reviewed,  the  department  should 
take  appropriate  action;  either  make  further  collection 
effort  or  remove  the  amounts  from  the  active  accounts 
receivable  listing. 

In  our  review  of  sample  inheritance  tax  returns, 
we  noted  instances  where  accounts  receivable  already 
paid  were  still  recorded  as  accounts  receivable  in  the 
department's  records.  Receivables  still  in  the  divi- 
sion's accounts  receivable  records  had  been  paid  for  1^ 
years.  Follow-up  procedures  on  past  due  accounts  are 
necessary  to  ensure  timely  and  ultimate  collection  of 
inheritance  taxes  due.  as  well  as  to  ensure  proper 
recording  of  receivables  in  accounting  records. 

RECOMMENDATION  #6 
We  recommend  that  the  department: 

A.   Take  prompt  action  on  reviewed  accounts  receivable 
files. 
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B.       Ensure    that    accounts    receivable    are    removed    from 
accounts  receivable  records  when  paid. 

Other  Operational  Weaknesses 

We  found  that  the  division  administrator  presigns 
the  certificates  showing  inheritance  taxes  due  and  the 
division  does  not  maintain  a  copy  of  authorized  certifi- 
cates in  its  return  files. 

The  division  has  no  written  criteria  for  determin- 
ing if  an  error  found  during  a  return  review  is  signifi- 
cant.  The  division  should  also  establish  written 
guidelxnes  and  limits  for  reviewing  the  county  reports 
and  contacting  county  treasurers  for  refund  or  additional 
payment. 

The  Inheritance  Tax  Division  maintains  three 
different  sets  of  tax  return  files  and  three  different 
sets  of  card  files  containing  information  about  tax 
returns.   Sixteen  percent  of  the  inheritance  tax  returns 
we  tested  had  related  information  misfiled  in  at  least 
one  of  these  six  sets  of  files.   The  department  should 
take  steps  necessary  to  ensure  the  accuracy  of  its 
filing  systems. 

Section  70-9-301,  MCA,  requires  that  a  request  for 
postponement  of  the  reporting  date  for  abandoned  pro- 
perty reports  be  in  writing.   The  department  should 
require  these  written  requests  and  grant  or  deny  the 
postponement  based  on  the  facts  in  each  case.   Compli- 
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ance  with  this  section  would  further  ensure  that  all 
abandoned  property  available  to  the  state  is  properly 
reported  to  the  department. 

Section  70-9-309,  MCA,  provides  that  money  received 
from  the  collection  of  abandoned  property  shall  forthwith 
be  deposited  with  the  Treasury  Division  for  credit  to 
the  trust  and  legacy  fund,  public  school  account  of  the 
state,  except  that  the  state  treasurer  shall  retain 
$25,000  in  the  agency  fund  for  payment  of  claims  allowed 
by  the  Department  of  Revenue. 

In  our  review  we  found  that  transfers  from  the 
cash  in  treasury  account  for  unclaimed  property  to  the 
trust  and  legacy  public  school  account  have  been  made 
in  a  lump  sum  transfer  at  the  fiscal  year-end  for 
fiscal  years  1975-76  and  1976-77.   The  transfer  made  at 
fiscal  year-end  1976  amounted  to  $155,922  and  $122,707 
was  transferred  at  fiscal  year-end  1977.   Considering 
the  language  of  section  70-9-309,  MCA,  transfers  to  the 
public  school  account  are  not  made  on  a  timely  basis. 

RECOMMENDATION  #7 

We  recommend   that  the  department  take  steps   necessary  to 

improve     Inheritance     Tax     Division    wealcnesses    discussed 

above. 
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MISCELLANEOUS  TAX  DIVISION 

The  Miscellaneous  Tax  Division  has  14  FTE's  and 
expends  $240,000  per  year  administering  the  collection 
of  $61  million  in  miscellaneous  tax  receipts  relating 
to  25  different  taxes.   These  taxes  are  set  forth  in 
the  accompanying  financial  statements. 

The  Miscellaneous  Tax  Division  performs  in-office 
reviews  of  most  tax  returns  submitted.   During  our 
audit  period,  the  division  performed  field  audits  of 
several  taxes,  including  Oil  Severance  Tax,  Resource 
Indemnity  Trust  Tax,  and  Electrical  Energy  Producers' 
License  Tax. 

Procedural  Matters 

We  noted  three  areas  in  the  Miscellaneous  Tax 
Division  where  procedural  matters  should  be  improved: 

1.  Information  essential  to  ensure  all  regulated 
companies  are  assessed  properly  for  the 
Consumer  Counsel  Tax  is  available  at  the 
Department  of  Public  Service  Regulation. 
This  information  should  be  obtained  from  the 
Department  of  Public  Service  Regulation  and 
should  be  compared  with  records  maintained 
for  fees  received  by  the  Department  of  Revenue 
to  ensure  proper  inclusion  of  all  entities. 
The  Consumer  Counsel  tax  resulted  in  $177,000 
in  revenue  in  fiscal  year  1976-77. 

2.  Some  producers  are  paying  $25  when  they  have 
no  resource  indemnity  production,   thereby 
necessitating  that  the  division  issue  them 
refunds.   The  division  should  ensure  that  all 
interested   parties   are   informed   that 
non-producers  need  not  pay. 

3.  The  Miscellaneous   Tax  Division  utilizes 
several  tax  return  forms  that  require  a 
notary  public  signature.   These  tax  forms  are 
not  statutorily  required  to  be  notarized  and 
it  does  not  appear  that  notarizing  the  returns 
is  either  required  or  needed. 
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RECOMMENDATION  #8 

We   recommend    that   the    department   correct   the   procedural 

matters  discussed  above. 

LIQUOR  DIVISION 

The  Liquor  Division  is  responsible  for  the  adminis- 
tration of  the  Montana  liquor  control  laws  including 
regulation  of  the  manufacture,  sale  and  consumption  of 
alcoholic  beverages  in  the  state,  and  the  collection  of 
applicable  beer  and  liquor  taxes.  Statutes  also  require 
the  division  to  provide  a  reasonable  variety  of  liquor 
and  wine  for  distribution  through  the  state  liquor 
store  system  to  yield  a  maximum  profit  at  a  fair  price 
to  the  public. 

The  division  uses  a  "forced  sales"  system  which 
compares  actual  state  liquor  store  sales  receipts 
against  inventory  changes  on  a  monthly  basis.   Any 
differences  between  actual  cash  receipts  and  what  re- 
ceipts should  have  been,  based  on  inventory  level 
decreases,   represent  store  overages  or  shortages. 
Division  management  follows  up  on  any  state  liquor 
stores  with  significant  overages  or  shortages  and  takes 
corrective  action  to  prevent  similar  problems  in  future 
months . 

The  division  has  45  employees  in  its  Helena  office 
and  262  employees  in  the  state  liquor  stores.   Expendi- 
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tures  for  the  division  totalled  $49,698,200  for  fiscal 
year  1975-76  and  $53,050,300  for  fiscal  year  1976-77 
with  the  major  portion  expended  on  liquors  and  wines 
purchased  for  resale. 

Division  profits  are  transferred  to  the  state 
general  fund  on  a  monthly  basis.   During  fiscal  year 
1975-76,  division  profits  from  liquor  and  wine  sales 
totalled  $7,260,600,  while  profits  for  fiscal  year 
1976-77  totalled  $7,189,900. 

Prior  to  the  1979  Legislative  Session,  the  divi- 
sion was  limited  by  appropriation  as  to  what  expendi- 
tures it  could  make  for  other  than  liquor  and  wine 
purchases.  The  1979  Legislature  gave  the  division  an 
open  ended  budget  which  allows  the  division  to  spend 
what  it  needs  and  the  power  to  make  those  management 
decisions  necessary  to  provide  a  $13,000,000  profit  to 
the  general  fund  during  the  1981  biennium. 

The  division  is  divided  into  four  bureaus: 

License  Bureau  -  Responsible  for  the  issuance, 
maintenance  and  revocation  of  licenses  for  the 
manufacture,  import,  and/or  sale  of  beer  and 
alcoholic  beverages  in  Montana. 

Purchasing  Bureau  -  Responsible  for  the  purchase 
of  all  liquor  and  wine  sold  through  the  state 
liquor  stores. 

Warehouse  Bureau  -  Responsible  for  initial  storage 
of  all  liquor  and  wine  purchased  by  the  division 
and  its  distribution  as  needed  to  the  state  liquor 
stores  through  various  common  carriers. 

Stores  Bureau  -  Responsible  for  the  general  opera- 
tion of  the  state  liquor  stores. 
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License  Bureau 

The  License  Bureau  is  responsible  for  the  issuance 
of  16  types  of  liquor,  wine,  and  beer  licenses.   The 
following  is  a  listing  of  these  licenses  issued  as  of 
June  30,  1977: 


Number 

Is 

sued 

as 

of 

License  No. 

License  Type 

6/30/77 

01 

All-Beverage 

1 

,341 

02 

Retail  Beer 

174 

03 

Retail  Beer  &  Wine 

131 

04 

Off-Premise  Beer 

•683 

05 

Wholesale  Beer 

54 

06 

Wholesale  Beer  Subwarehouse 

5 

07 

Brewers 

15 

08 

Veterans'  All-Beverage 

54 

09 

Fraternal  All-Beverage 

64 

10 

Resort 

3 

11 

Resort  Beer 

0 

12 

Airlines 

4 

13 

Railroads 

1 

14 

Resort  Beer  &  Wine 

3 

15 

Fraternal  Beer 

1 

16 

Floater  All-Beverage 

8 

Total  Li 

censes 

2_ 

,541 

State  statutes  specify  the  criteria  for  holding 
these  licenses  and  the  License  Bureau  is  responsible 
for  determining  if  applicants  meet  this  criteria.  The 
department's  Investigation  Division  assists  the  divi- 
sion by  performing  background  checks  on  license  appli- 
cants . 

The  License  Bureau  is  also  responsible  for  holding 
hearings  on  new  all-beverage  and  beer  licenses  and 
changes  to  previously  issued  licenses.   In  February 
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1911,    the  department  retained  an  independent  hearings 
officer  to  conduct  hearings  and  issue  decisions  regard- 
ing the  issuance  of  licenses  and  penalties  against 
licensees.   Prior  to  this  change,  department  statf 
performed  this  function. 

All  licenses  must  be  renewed  by  July  1  of  each 
year.   The  bureau  is  responsible  for  collecting  renewal 
fees  prior  to  issuing  new  licenses. 

Until  May  1978,  the  License  Bureau  issued  Montana 
identification  cards  used  for  proof  of  drinking  age. 
This  function  was  then  transferred  to  the  Cashiers 
Section  of  the  department's  Audit  and  Accounting  Divi- 
sion.  The  function  was  eliminated  by  the  1979  Legisla- 
ture. 

The  bureau  has  six  employees  and  expenditures  were 
$55,900  for  fiscal  year  1975-76  and  $58,400  for  fiscal 
year  1975-77.   Total  license  and  related  revenues  for 
fiscal  year  1975-76  were  $1,789,900  and  $1,343,600  for 
fiscal  year  1976-77. 

License  Procedures 

We  found  several  problems  in  licensing  procedures 
including  inadequate  license  processing  fees  and  inade- 
quate license  file  controls. 

The   department   has   authority   under   section 
16-1-303,  MCA,  to  prescribe  license  processing  fees. 
We  found  that  while  License  Bureau  and  Investigation 
Division  license  processing  costs  for  fiscal  year 
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1976-77    totalled    approximately    $112,700,    that    license 
processing    revenues    were     approximately    $58,000.       The 
disparity     between    revenues     and    expenditures    results 
because     processing     fees     are     inadequate    and    do    not 
equitably  allocate  the  cost  to  those  applicants  benefit- 
ing from  these  services. 

The     License     Bureau     maintains     separate     license 
files    in    an   unlocked    storage    room    for    each    license   it 
issues.       These    files    include    a   history   of   the    appli- 
cable   licenses    such    as   applications,    background  inves- 
tigation  results,    and   related   correspondence.      Indivi- 
dual   files    are    often    removed    from    the    storage    room, 
used,     and     stored     temporarily    elsewhere.       There     is 
little  control   over  these   files   and  we   observed  employ- 
ees   spending    a    considerable    amount    of   time    trying   to 
locate  missing  files. 

RECOMMENDATION  #9 

We  recommend  that  the  department: 

A.  Require    proper    completion    of   all    license   epplications 
before  processing  them. 

B.  Review  license   processing  fees  and  adjust  the  fees  to 
cover  license  processing  costs. 

C.  Establish  better  control  over  license  files  including  the 
use  of  outslips  and  locking  the  file  storage  room  during 
nonworking  hours. 
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Purchaoing  Bureau 

The  Purchasing  Bureau  is  responsible  for  purchas- 
ing all  liquor  and  wine  sold  in  Montana  through  the 
state  liquor  stores.   The  bureau  has  five  employees  and 
expenditures  were  $25,540,246  for  fiscal  year  1975-76 
and  $27,450,838  for  fiscal  year  1976-77. 

The  overall  product  mix  is  determined  initially  by 
a  listing  committee  thici.:gh  formal  listing  and  delist- 
ing procedures.   The  bureau  uses  historical  sales  data 
in  determining  product  purchases.   Based  upon  predeter- 
mined order  points,  a  computerized  purchasing  system 
generates  purchase  orders  which  are  approved  by  the 
division  administrator  prior  to  being  sent  to  the 
liquor  or  wine  distributor. 
Inventory  Levels 

We  examined  a  sample  of  50  inventory  items  to 
determine  if  proper  inventory  levels  were  being  main- 
tained in  the  stores  and  warehouses  during  fiscal  year 
1977-78.   Division  personnel  stated  that  a  three  month 
inventory  is  normally  adequate.   Inventory  balances  for 
39  of  the  50  items  examined  exceeded  the  sales  require- 
ments for  three  months.   A  statistical  evaluation  of 
these  inventory  averages  showed  excess  inventory  on 
hand  at  June  30,  1978  valued  at  a  minimum  of  $850,000, 
as  compared  to  a  total  inventory  on  hand  of  $8,212,300. 

We  also  found  examples  of  inadequate  inventory 
levels.   Nine  of  the  items  from  our  sample  of  50  had 
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less  than  a  three  month  supply  in  the  system.  Eight  of 
these  nine  items  experienced  warehouse  outages  for  four 
months  or  more  during  fiscal  year  1977-78. 

While  some  inventory  problems  may  result  because 
of  supplier  related  problems  such  as  late  shipments, 
the  division  is  nevertheless  responsible  for  proper 
inventory  management.   To  properly  manage  the  liquor 
inventory,  the  division  needs  a  purchasing  system  which 
compensates  for  supplier  problems  and  which  provides 
the  information  necessary  to  maintain  inventories  at 
established  inventory  levels.   Because  of  the  inade- 
quacies of  the  present  purchasing  system,  the  division 
must  make  revisions  to  the  system  or  seek  a  new  system 
which  can  assist  division  personnel  in  maintaining 
proper  inventory  levels. 

The  major  reason  for  these  inventory  level  problems 
is  the  fact  that  the  present  computerized  purchasing 
system  considers  only  the  warehouse  inventory  on  hand 
and  does  not  consider  the  state  liquor  stores'  inven- 
tories in  determining  order  size.  Since  the  state 
liquor  store  inventories  represent  about  50  percent  of 
the  division's  total  inventory,  it  is  essential  that 
they  be  considered  in  the  purchasing  process. 

A  factor  closely  related  to  this  problem  is  that 
the  division  does  not  have  timely  state  liquor  store 
inventory  information.   Under  present  procedures,  the 
state  liquor  stores  are  inventoried  only  at  month  end. 
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As  a  result,  the  division  does  not  have  current  informa- 
tion on  state  liquor  store  inventory  levels  for  use  in 
preparing  purchase  orders. 

The  division  attempted  to  minimize  this  problem  by 
purchasing  electronic  cash  registers  for  the  ten  largest 
volume  state  liquor  stores.   These  cash  registers  were 
to  be  used  to  record  sales,  as  well  as  provide  the 
needed  state  liquor  store  inventory  information  via  a 
computer  hookup  with  the  purchasing  data  processing 
system. 

Because  of  an  apparent  failure  of  the  cash  regis- 
ter supplier  to  meet  his  contractual  responsibilities 
regarding  computer  compatibility,  the  first  order  of 
such  cash  registers  was  not  compatible  with  the  Depart- 
ment of  Administration's  computer.  The  division  has 
requested  that  the  department's  legal  division  seek  a 
refund  of  the  state's  money. 

The  division  is  presently  in  the  process  of  pur- 
chasing another  brand  of  cash  register,  which  is  compat- 
ible with  the  state's  computer  system.   Once  these 
machines  are  functioning,  the  division  will  have  current 
inventory  information  for  the  larger  state  liquor 
stores . 

RECOMMENDATION  #10 

We    recommend    that    the    department   revise    its    system   for 

purchasing  liquor  to  facilitate  better  management  of  inventory 

levels. 
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Purchase  Orders 
The  purchasing  system  bases  purchases  on  trends 
during  the  last  three  months  of  the  current  year  and 
the  same  three  months  of  the  preceding  year.   In  deter- 
mining purchase  order  quantities,  the  purchase  system 
improperly  considers  sales  figures  for  those  inventory 
items  which  had  stock  outages  during  the  period  being 
evaluated.   Stock  outages  decrease  sales  of  an  inven- 
tory item  below  normal  levels.   The  fact  that  the 
resulting  downward  sales  trend  is  used  in  determining 
purchases  will  improperly  decrease  the  amount  of  that 
inventory  item  being  ordered.   There  will  also  be  an 
increased  likelihood  of  additional  inventory  outages. 

The  purchasing  system  also  does  not  consider 
economic  order  quantities  or  distributor  shipping 
requirements  in  preparing  purchase  orders.  As  a  result, 
purchase  orders  must  be  manually  adjusted  for  the  most 
economic  and  feasible  shipment  size.   By  including 
these  variables  related  to  the  shipments  of  various 
types  of  liquor  and  wines  in  the  computerized  system, 
purchase  orders  could  be  processed  on  a  more  timely 
basis  with  savings  in  the  staff  time  required  to  process 
them. 
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RECOMMENDATION  #11 

We    recommend    that    the    department    revise    the    purchase 

system   to  negate   the   effect  of  inventory  outages  on  current 

purchases    and    to    include    consideration    of    economic    order 

quantities. 

Warehouse  Bureau 

The  Warehouse  Bureau  is  responsible  for  storing 
all  division  liquor  and  wine  purchases  prior  to  shipment 
to  the  various  state  liquor  stores.   The  bureau  has  16 
employees,  and  expenditures  were  $299,800  for  fiscal 
year  1975-76  and  $332,000  for  fiscal  year  1976-77.   The 
bureau  has  been  housed  in  the  new  state  liquor  warehouse 
since  March  19'78. 

During  the  two  fiscal  years  being  audited,  the 
Warehouse  Bureau  was  housed  in  the  old  liquor  warehouse. 
Our  review  of  the  old  warehouse  procedures  disclosed  an 
inefficient  operation  due  primarily  to  the  layout  of 
the  warehouse  building  and  available  equipment.   Liquor 
inventories  were  stored  on  three  floors  in  no  established 
pattern  and  the  limited  space  precluded  the  use  of 
motorized  fork  lifts. 

The  new  warehouse  is  a  significant  improvement 
over  the  old  warehouse.   It  is  a  modern,  one  level 
facility  which  includes  the  capa±)ility  to  bring  truck 
trailers  and  railroad  cars  inside  the  warehouse  for 
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better  access.   The  new  warehouse  also  has  modern 
equipment  including  electric  fork  lifts  to  enable  more 
efficient  loading  and  unloading  of  shipments. 

In  the  new  warehouse,  the  division  has  instituted 
an  inventory  storage  system  which  makes  the  best  selling 
items  most  readily  accessible  for  receiving  and  shipping 
purposes.   By  using  this  system,  less  movement  is 
necessary  to  handle  shipments  in  and  out  of  the  warehouse, 
Stores  Bureau 

The  Stores  Bureau  operates  146  state  liquor  stores 
which  vary  considerably  in  size,  staffing,  procedures, 
and  sales  volume.   Thirty-seven  of  these  stores  are 
agency  stores  which  are  owned  and  operated  by  nonstate 
employees  on  a  10  percent  of  gross  sales  commission 
basis.   The  state  liquor  store  at  Malmstrom  Air  Force 
Base  is  classified  as  a  cash  store  where  the  Air  Force 
buys  liquor  and  wine  from  the  division  on  a  cash  basis 
and  operates  the  store  with  its  own  personnel.   The 
remaining  109  stores  are  leased  by  the  division  and 
operated  by  division  employees. 

The  bureau  has  nine  employees  in  the  main  office 
in  Helena  and  262  employees  in  state  liquor  stores. 
The  bureau's  total  expenditures  including  state  liquor 
store  operations  were  $3,571,900  for  fiscal  year 
1975-76  and  $4,044,200  for  fiscal  year  1976-77. 

As  of  July  1,  1979,  wine  does  not  have  to  be 
purchased  from  a  state  liquor  store,  and  can  be  distri- 
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buted  by  licensed  private  distributors.   The  division 
is  also  in  the  process  of  changing  state  liquor  store 
policies  and  procedures  including  later  store  hours, 
personal  check  cashing,  lower  wine  prices,  monthly 
discount  specials  and  training  seminars  for  store 
managers  in  current  store  display  techniques.   These 
changes  will  provide  lower  prices  and  improve  customer 
convenience,  which  in  turn  should  increase  the  state 
liquor  stores'  sales. 

Benefits  for  Commission  Store  Personnel 

Formerly,  individuals  working  in  state  "commission" 
liquor  stores  were  classified  as  state  employees  and 
received  annual  and  sick  leave  benefits  and  had  accumu- 
lated leave  balances.   In  November  1974,  the  division 
classified  these  employees  as  independent  contractors. 

During  our  review,  we  found  that  only  one  commis- 
sion store  employee,  who  has  terminated  since  the 
change,  received  a  payoff  of  his  previously  earned 
leave  balance.   Since  that  time,  numerous  commission 
store  employees  have  terminated  or  now  work  for  state 
"agency"  liquor  stores,  but  none  have  been  paid  for 
their  annual  and  sick  leave  balances. 

We  found  eight  former  commission  store  employees 
who  still  had  unpaid  leave  balances  ranging  from  101  - 
340  hours  of  vacation  and  51  -  530  hours  of  sick  leave. 
We  estimate  the  dollar  value  of  the  unpaid  leave  balances 
for  these  employees  to  be  approximately  $10,500. 
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By  allowing  these  employees  to  accumulate  leave 
balances  and  paying  one  former  employee  for  his  balance, 
the  division  has  established  a  precedent  which  makes  it 
potentially  liable  for  such  payments  to  other  former 
commission  store  employees  who  had  leave  balances  as  of 
November  1974. 

RECOMMENDATION  #12 

We  recommend  that  the  department  seek  legal  counsel  as  to 
whether  to  pay  the  unpaid  leave  balances  to  former  commis- 
sion employees  based  on  the  statutes  in  effect  at  the  time  of 
their  termination  or  transfer  to  an  agency  store. 

Internal   Controls 
Cash 
Six    of    27    stores    we    visited   were    not   depositing 
their    cash    receipts    intact   and  on  a   timely  basis.      The 
following  are  examples  of  the  problem: 

1.  One    store    had    $60,000    of    receipts    from    the 
previous  day's  sales  on  hand  at  4:30  p.m. 

2.  One  store  had  a  change  fund  overage  of  $10,727 
and    another    had    an    overage    of    $3,487    due    to 
the    failure   of   store  personnel   to   ring  up   all 
sales  on  the  cash  register. 

3.  One   store   retains   ten  and  twenty  dollar  bills 
until  they  can  be  deposited  in  $500  batches. 
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These  failures  to  deposit  receipts  intact  and  on  a 
timely  basis  have  a  two-fold  effect  on  the  division. 
They  create  unexplained  store  shortages,  which  require 
additional  follow-up,  and  they  result  in  lost  invest- 
ment earnings  on  the  undeposited  amounts  during  the 
time  period  the  deposits  are  delayed.   The  undeposited 
money  is  also  susceptible  to  theft  since  the  amount  of 
unrecorded  sales  is  not  documented.   If  this  money  were 
stolen,  it  would  result  in  reported  inventory  shortages 
at  the  next  inventory  date,  due  to  the  accounting 
method  used  by  the  department. 

We  also  noted  these  additional  weaknesses  during 
our  store  visits: 

1.  Three  of  the  27  stores  were  not  restrictively 
endorsing  checks  on  a  timely  basis. 

2.  Three  of  the  27  stores  were  not  reconciling 
their  cash  receipts  to  the  cash  register 
tapes .   Overages  and  shortages  were  absorbed 
in  the  change  fund. 

3.  Eight  stores  were  not  providing  cashier 
receipts  to  their  customers.   Those  stores 
having  cash  registers  which  permit  cash 
receipts  should  provide  receipts,  and  the 
division  should  work  towards  providing  all 
stores  with  such  cash  registers. 
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RECOMMENDATION  #13 

We  recommend  that  the  department  correct  the  internal 

control  weaknesses  discussed  above. 

Compliance 
Licensing 

Our  review  disclosed  several  liquor  licensing 
areas  where  the  department  was  not  in  compliance  with 
state  law.  These  areas  are  discussed  below. 

Section  16-4-402,  MCA,  requires  that  license 
applicants  be  investigated  within  30  days  after  the 
division  has  received  the  license  application.  The 
Investigation  Division,  which  is  responsible  for  making 
these  investigations,  has  not  been  able  to  complete 
these  investigations  on  a  timely  basis  with  completion 
times  ranging  from  36  to  52  days. 

The  License  Bureau  is  presently  requiring  VFW 
clubs  to  pay  an  all-beverage  license  fee  that  is  based 
upon  an  outdated  law.   Bureau  personnel  believe  that 
recodification  of  the  related  laws  has  changed  the 
meaning  of  the  laws  so  that  they  are  no  longer  consis- 
tent with  original  legislative  intent.   The  department 
is  collecting  fees  which  are  $150  less  per  license  than 
the  fee  required  by  section  16-4-501,  MCA,  effective 
July  1,  1977. 
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RECOMMENDATION  #14 

We   recommend    that   the    department   comply  with   the  above 

discussed  license  related  statutes  or  seek  legislative  changes. 

Liquor  Tax  Distributions 

Section  16-1-404,  MCA,  requires  that  the  depart- 
ment distribute  liquor  license  tax  revenues  in  the 
following  manner:   two-thirds  to  the  counties  according 
to  the  amount  of  liquor  purchased  in  each  county,  and 
one-third  to  the  Department  of  Institutions. 

During  our  review  of  department  procedures  as  part 
of  our  audit  of  the  Alcohol  and  Drug  Abuse  Division  of 
the  Department  of  Institutions,  dated  December  1978,  we 
found  that  the  Department  of  Institutions  had  been 
shorted  approximately  $11,000.   This  problem  resulted 
because  distributions  to  counties  are  based  on  the 
"forced  sales"  system  of  the  Liquor  Division  while  the 
Department  of  Institutions'  share  is  computed  based  on 
the  actual  cash  receipts  of  the  Liquor  Division.   The 
department  had  not  been  aware  of  this  discrepancy. 

While  it  may  not  be  feasible  to  change  the  basis 
for  the  distributions,  it  is  important  that  the  depart- 
ment ensure  that  distributions  are  equalized  at 
year-end. 
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RECOMMENDATION  #15 

We  recommend  that  the  department  reconcile  the  distribution 
of  liquor  license  tax  revenues  on  a  periodic  basis  to  ensure 
proper  distribution. 

Beer  Tax  Distributions 

The  department  is  responsible  for  collecting  beer 
tax  revenues  and  depositing  them  into  the  incorporated 
cities  and  towns  beer  tax  earmarked  revenue  fund.  The 
department  also  determines  the  amount  of  distribution 
to  be  made  to  the  applicable  cities  and  towns,  but  the 
actual  distribution  of  the  beer  tax  to  incorporated 
cities  and  towns  is  presently  done  by  the  Department  of 
Administration,  Treasury  Division,  in  accordance  with 
section  16-1-410,  MCA. 

Since  the  Department  of  Revenue  already  performs  a 
significant  portion  of  the  beer  tax  collection  and 
distribution  process  and  has  the  information  necessary 
to  determine  distribution  amounts,  it  should  also  be 
responsible  for  the  actual  distribution.   The  liquor 
and  beer  tax  collection  and  distribution  function  would 
be  more  efficient  and  effective  if  centralized  in  the 
department  which  is  most  closely  related  to  these 
taxes . 


35 


RECOMMENDATION  #16 

We    recommend   that   legislation    be    enacted   to   require    the 

department  to  be  responsible  for  the  distribution  of  beer  tax 

collections. 

Nepotism 
Section  2-2-302,  MCA,  prohibits  public  employees 
from  hiring  relatives.   Based  on  a  review  of  division 
payroll  records,  we  found  seven  cases  where  relatives 
of  store  managers  worked  in  state  liquor  stores  on  a 
full  or  part-time  basis.   The  department  has  taken  the 
position  that  the  director  has  final  hiring  authority, 
but  these  cases  may  represent  nepotism  statute  viola- 
tions since  the  store  managers  are  generally  responsible 
for  hiring  store  employees. 

RECOMMENDATION  #17 

We  recommend   that  the  department  review  the  cited  cases  to 

determine  what  action  if  any,  is  required  to  ensure  compliance 

with   section   2-2-302,    MCA,    and  inform  its   employees  of  the 

law. 

FINDINGS  ASSOCIATED  WITH  MORE  THAN  ONE  DIVISION 
INTERNAL  AUDIT  PROCEDURES 

Most  taxes  administered  by  the  Department  of 
Revenue  are  self-assessed  taxes  or  are  self-assessed  to 
the  extent  that  the  taxpayer  provides  the  department 
with  information  necessary  for  tax  computation. 
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Properly  completed  and  documented  in-office  and 
field  audits  of  taxable  persons  and  entities  are  a 
necessity  for  the  department  in  verifying  that  the 
self-assessed  tax  dollars  received  are  in  the  amounts 
specified  in  Montana  statutes.   These  audits  should 
also  include  tests  to  ensure  that  all  applicable  per- 
sons and  entities  are  filing  and  paying  appropriate 
taxes . 

We  have  evaluated  current  audit  procedures  in  each 
of  the  department's  divisions  with  respect  to  criteria 
developed  by  the  American  Institute  of  Certified  Public 
Accountants  and  the  General  Accounting  Office.   Inade- 
quate audit  procedures  and/or  documentation  of  audit 
procedures  performed  by  the  department  have  necessitated 
an  opinion  qualification  limiting  examination  of  revenues 
to  amounts  recorded  in  the  agency.  Within  the  scope  of 
this  engagement,  we  could  not  verify  that  amounts 
collected  are  amounts  specified  in  applicable  statutes. 

The  following  is  a  list  of  applicable  internal 
audit  guidelines  which  the  department  should  adhere  to 
whenever  feasible.   In  certain  instances  the  department 
may  have  followed  the  guidelines  but  may  have  failed  to 
document  this  fact. 


1.   Establish  a  formal  system  for  planning, 
scheduling,  and   controlling  audit  assign- 
ments . 
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2.  Contact  other  audit  organizations  and  inquire 
about  their  audit  requirements  with  the 
objective  of  making  fewer  audits  meet  the 
needs  of  all  government  levels. 

3.  Ensure  auditors  are  assigned  to  audit  engage- 
ments where  they  do  not  have  business  or 
personal  interests. 

4.  Assign  personnel  to  audit  engagements  to 
achieve  a  balance  of  engagement  manpower 
requirements,  personnel  skills,  and  indivi- 
dual development. 

5.  Encourage  personnel  to  utilize  available 
authoritative  sources  on  complex  and  unusual 
matters . 

5.  Establish  a  continuing  education  program  for 
audit  personnel  which  is  consistent  with  the 
objectives  of  their  audit  activity. 

7.  Prepare  a  written  audit  plan  (program)  for 
each  engagement  detailing  audit  objecti-^^es 
and  procedures  for  the  auditor  to  follow  in 
meeting  those  objectives. 

8.  On  each  audit  assignment,  complete  legible 
and  neat  workpapers  which  show  procedures  and 
results  of  procedures  necessary  to  achieve 
audit  objectives  and  summarize  conclusions 
that  relate  audit  results  to  audit  objectives. 

9.  Require  a  thorough  review  of  audit  work 
performed  to  ensure  audit  objectives  were 
accomplished  and  workpapers  support  findings 
and  conclusions. 

10.  Require  workpapers  or  audit  work  to  show 
evidence  of  the  review  described  in  (9) 
above . 

11.  Record  time  spent  on  each  audit  for  use  in 
planning  future  audits. 

12.  Complete  field  audits  when  necessary  to 
verify  critical  information. 

This  is  not  an  all-inclusive  list  of  factors  to 

consider  in  establishing  an  internal  audit  function; 

however,  utilizing  these  basic  criteria  will  result  in 
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an    audit    product    useful    in    verifying    that    taxes    re- 
quired by  law  to  be  submitted  are  submitted. 

RECOMMENDATION  #18 

We    recommend    that    the    department    improve    its    tax   audit 

procedures   considering   the   criteria   presented   in  this  report 

section. 

ACCOUNTS  RECEIVABLE 

The  Department  of  Revenue  has  developed  a  data 
processing  system  to  account  for  various  departmental 
accounts  receivable. 

Of  the  three  divisions  utilizing  the  accounts 
receivable  system  (Income  Tax  Division,  Miscellaneous 
Tax  Division,  and  Corporate  Tax  Division),  only  the 
Corporate  Tax  Division  had  retained  fiscal  year-end 
reports  which  provided  a  detail  listing  of  the  content 
of  accounts  receivable  balances  at  fiscal  year-end. 
The  department  could  not,  hovever,  provide  us  with 
reconciliations  between  these  listings  and  year-end 
figures  reported  in  the  state's  accounting  system.   Of 
the  receivables  not  recorded  on  the  agency-wide  ac- 
counts receivable  system,  only  inheritance  tax  year-end 
listings  were  reconcilable  to  year-end  amounts  reported 
in  the  state's  official  accounting  records.   Receiv- 
ables for  employer  withholding  tax,  bad  debt  collection, 
motor  fuels  and  several  taxes  administered  by  the 
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Miscellaneous  Tax  Division  were  not  supported  by  detailed 
listings  of  accounts  which  agreed  to  official  accounting 
records . 

The  withholding  section  will  assess  additional  tax 
on  certain  employers  during  a  comparison  of  annual 
employee  wage  statements  with  payments  made  during  the 
year.   If  an  employer  responds  to  a  withholding  tax 
delinquency  notice  with  a  payment  for  the  remaining  tax 
due,  the  amount  paid  is  processed  and  entered  into  and 
removed  from  the  accounts  receivable  system  at  the  same 
time.   This  process  records  receivables  only  when  paid, 
not  when  assessed.   Receivables  should  be  recorded  when 
incurred,  not  when  paid. 

In  the  Bad  Debts  Section  of  the  Audit  and  Account- 
ing Division,  procedures  are  not  adequate  to  ensure 
proper  postings  of  additions  and  deletions  to  computer 
generated  bad  debts  accounts  receivable  ledgers,  or  to 
provide  an  audit  trail  from  deletions  in  the  accounts 
receivable  ledger  to  documentation  of  payment  or 
write-off. 

RECOMMENDATION  #19 

We  recommend  that  the  department: 

A.   Ensure  all  accounts  receivable  subsidiary  detail  ledgers 

are  reconciled  to  corresponding  state  accounting  record 

amounts  at  fiscal  year-end. 
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B.  Record  receivables  when  incurred. 

C.  Maintain  auditable  records  for  all  receivables. 

D.  Take    steps    necessary    to    provide    adequate    internal 
controls  over  accounts  receivable. 

FINANCIAL  REPORTS 

The  Department  of  Revenue  compiles  four  sets  of 
tax  revenue  related  financial  reports  for  distribution 
to  the  public.  These  include: 

1.  Statewide  Budgeting  and  Accounting  System 
(SBAS)  primary  accounting  records; 

2.  Department  of  Revenue  Annual  Financial  Report; 

3.  State  of  Montana  Department  of  Revenue, 
Revenue  Report;  and 

4.  Statistical  reports  compiled  from  manual  and 
automated  recordkeeping  systems   in  each 
division. 

During  our  audit,  we  noted  that  the  department  has 
inadequate  procedures  to  reconcile  these  accounting 
records.   For  example,  in  May  1977  individual  income 
tax  receipts  shown  on  the  state's  official  accounting 
records  were  $831,068  while  the  annual  financial  report 
showed  those  receipts  as  $531,565  and  the  revenue 
report  showed  these  receipts  as  negative  $518,923. 
Information  from  the  income  tax  computer  file  is  utilized 
in  the  statistical  analysis  of  income  tax  information 
and  is  distributed  to  the  public  like  information  from 
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the  other  three  types  of  financial  records.   No  recon- 
cilation  takes  place  between  SBAS  and  these  figures. 
We  found  items  on  the  Department  of  Revenue,  Revenue 
Report,  that  could  not  be  traced  to  SBAS  and  items  on 
SBAS  that  could  not  be  traced  to  the  Revenue  Report. 

Users  of  Department  of  Revenue  financial  informa- 
tion cannot  be  assured  of  comparible  information  between 
reports . 

RECOMMENDATION  #20 

We   recommend  that  the  department  attempt  to  synchronize, 

between  reports,  financial  information  distributed  outside  the 

agency. 

RECORDS  MANAGEMENT 

Title  2,  Chapter  6,  MCA,  relating  to  records 
retention,  creates  a  records  management  program  for 
executive  branch  agencies  of  the  state  of  Montana  by 
establishing  guidelines  and  procedures  for  the  effic- 
ient and  economical  control  of  the  creation,  utiliza- 
tion, maintenance  and  presentation  of  state  records. 
We  too  recognize  the  importance  of  good  records  manage- 
ment.  Verification  of  the  propriety  of  financial 
statement  presentation  and  an  agency's  compliance  with 
applicable  statutes  can  only  be  accomplished  through 
the  examination  of  appropriate  records. 
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Chapter  1-1300,  MOM,  which  is  based  on  this  statute, 
establishes  rules  and  regulations  relating  to  the 
disposal  of  records  and  provides  guidelines  for  agency 
use  in  maintaining  appropriate  records.   Under  the 
requirements  of  this  chapter,  records  must  be  disposed 
of  in  accordance  with  a  published  retention  schedule  or 
the  disposal  must  be  approved  by  the  State  Records 
Committee.   During  our  audit  of  the  Department  of  Rev- 
enue, we  noted  the  following  instances  where  records 
disposal  procedures  were  not  in  compliance  with  state 
requirements . 

Cash  receipts  are  recorded  on  temporary  receipt 
forms  when  processed  through  the  Cashier's  Section  of 
the  Audit  and  Accounting  Division.  The  department  had 
disposed  of  a  significant  number  of  individual  income 
tax  and  withholding  tax  temporary  receipts  relating  to 
our  audit  period.  Temporary  receipts  are  necessary  for 
the  determination  of  the  propriety  of  revenue  amounts 
shown  in  financial  records. 

In  our  review  of  payroll  documentation,  we  found 
that  related  records  were  disorganized  or  missing. 
Agency  central  payroll  document  copies  were  difficult 
to  locate.   We  also  found  instances  where  time  sheets, 
leave  records,  and  personnel  file  records  were  in  no 
particular  order  or  were  filed  incorrectly. 

Payroll  no  warrant  transfers,  a  Montana  Physi- 
cian's Service  rate  and  plan  change  listing,  warrant 
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registers,  prepayrolls,   recaps,   time  sheets,   leave 
records,  personnel  files,  W-4's,  Montana  Operations 
Manual  payroll  regulations  and  policies,   longevity 
computation  and  certification  forms,  applications  for 
employment,  and  designation  of  persons  authorized  to 
receive  decedent's  warrants  forms  could  not  be  located. 
These  records  were  either  lost  or  thrown  away  as  con- 
sidered unnecessary. 

In  our  review  of  agency  expenditures,  we  were 
unable  to  locate  a  significant  number  of  important 
accounting  documents  such  as  transfer  warrant  claims, 
no  warrant  transfers,  and  collection  reports.   Depart- 
ment employees  responsible  for  the  documents  indicated 
that  the  records  could  have  been  misfiled  or  lost. 

The  department  does  not  have  approved  budget 
amendments  on  file  to  support  final  appropriation  fig- 
ures on  its  official  accounting  records. 

Miscellaneous  Tax  Division  and  Income  Tax  Division 
fiscal  year-end  accounts  receivable  subsidiary  ledgers 
which  supported  amounts  reported  as  accounts  receivable 
were  discarded  for  the  audit  period. 

The  Miscellaneous  Tax  Division  discarded  Experience 
Questionnaire  Financial  Statement  and  Application  for 
Public  Contractor's  License  forms  relating  to  our  audit 
period. 

The  Miscellaneous  Tax  Division  destroyed  workpapers 
relating  to  the  computation  of  the  Consumer  Counsel  tax 
rate  for  fiscal  years  during  the  audit  period. 
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In  January  1978,  the  Motor  Fuels  Tax  Division 
destroyed  applications  for  gasoline  license  tax  refunds 
that  were  received  prior  to  January  1,  1977.   In  addi- 
tion, the  division  currently  destroys  gasoline  invoices 
received  with  the  applications.   These  invoices  provide 
evidence  of  the  gas  purchase  and  are  required  by  stat- 
ute. 

We  noted  the  Motor  Fuels  Tax  Division  currently 
disposes  of  certain  special  fuel  tax  returns  shortly 
after  they  are  received.   These  returns  report  no 
special  fuel  activity  for  the  month,  but  provide  evi- 
dence necessary  to  show  the  returns  were  properly 
filed. 

As  a  substitute  for  field  audits  and  as  an  inter- 
nal control  over  gasoline  license  taxes  paid,  the  Motor 
Fuels  Division  compares  bills  of  lading  received  from 
refining  companies  and  other  states  with  gasoline 
license  tax  returns  filed  by  distributors.   The  divi- 
sion destroys  these  bills  of  lading  three  to  four 
months  after  their  receipt.   The  department  disposed  of 
supporting  records  for  year-end  liquor  inventory  valua- 
tions for  the  audit  period. 

All  records  mentioned  in  this  section  are  required 
by  statute  to  be  maintained  in  accordance  with  a  records 
retention  schedule  which  has  been  approved  by  the 
Records  Management  Committee.   Prior  to  destroying  any 
records,  the  department  should  obtain  the  records 
committee's  approval. 
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RECOMMENDATION  #21 

We  recommend  that  the  department  take  steps  necessary  to 
ensure  compliance  with  Title  2,  Chapter  6,  MCA,  relating  to 
records  retention  on  an  agency-wide  basis. 

PROCEDURES  MANUALS 

The  department  has  failed  to  institute  written 
procedures  manuals  for  many  of  its  divisions.   Because 
of  the  complexity  of  tax  laws  and  related  administra- 
tive procedures,  it  is  essential  that  employees  under- 
stand what  is  expected  of  them.   Without  this  under- 
standing, the  inconsistent  application  of  tax  related 
statutes  to  each  tax  situation  could  result.   Consis- 
tently applied  administrative  procedures  also  provide 
controls  over  taxes  received  and  assurances  that  amounts 
received  are  in  accordance  with  the  provisions  of 
applicable  statutes.   Written  procedures  also  provide  a 
basis  for  an  evaluation  of  the  administration  of  tax 
laws. 

RECOMMENDATION  #22 

We    recommend   that   the    department   prepare  written   proce- 
dures   manuals    when    practicable,    in    areas    involving    the 
administration  of  tax  laws. 
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OTHER  ACTIVITIES 

The  Audit  and  Accounting  Division  has  the  respon- 
sibility to  maintain,  on  SBAS  and  subsidiary  records, 
accountability  over  revenues  received  by  the  state  as 
well  as  department  expenditures,  assets,  and  liabilities. 
The  Operations  Division  maintains  payroll  leave  records 
and  a  central  supply  function. 

NON- STATE  TREASURY  BANK  AND  PETTY  CASH  ACCOUNTS 

The  Department  of  Revenue  maintains  an  approved 
bank  account  outside  the  state  treasury  system,  as  a 
contingent  revolving  fund.   From  a  review  of  travel 
advances  made  through  this  contingent  revolving  fund, 
we  determined  that  many  advances  became  permanent  in 
nature.   These  advances,  totaling  $2,585  at  June  30, 
1977  were  used  by  employees  over  a  period  of  time. 
Section  17-2-201,  MCA,  limits  expenditures  from  contin- 
gent revolving  accounts  to  those  requiring  immediate 
cash  payment.   Since  not  all  travel  advances  require 
immediate  cash  payment,  the  department  should  make  them 
through  the  SBAS  system  whenever  possible. 

The  Investigation  Division  has  a  petty  cash  fund 
which  is  utilized  by  the  division  in  conducting  under- 
cover  investigations.    The   Investigation   Division 
utilized  petty  cash  funds  during  our  audit  period  for 
the  purchase  of  plaques  and  frames  for  badges  of  re- 
tiring personnel .   Such  expenses  are  not  authorized 
uses  of  state  funds. 
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RECOMMENDATION  #23 

We  recommend  thai  the  department  initiate  adequate  controls 
to  ensure  that  only  authorized  expenditures  are  made  from 
these  accounts. 

STATEWIDE    BAD   DEBT    COLLECTIONS 

Section    17-4-104,     MCA,     authorizes    the    Department 
of    Revenue    "To    provide    a    collection    service    for    the 
general    purpose    of   centralizing    the    collection    of    all 
debts  owing  to  the  state."     Chapter  2-1100,   MOM,    details 
procedures    to   be    completed  by  agencies   in  transferring 
bad  debts   to   the   department.      The   department  has   estab- 
lished   the    Bad   Debt   Collections    Section    of   the   Audit 
and   Accounting   Division   to    fullfill    its    responsibili- 
ties   in    this    area.      The    department    has    recorded    the 
following  activity   in  the  Bad  Debts   Section   in  the  past 
three  fiscal  years. 

1977-78  1976-77  1975-76 

Number   of   files    transferred 

Amounts   transferred 

Number   of   accounts    collected 

Amounts   collected 

Number  of  accounts  written  off 

Amounts  written  off 

Section    17-4-107,    MCA,      states    in   part,    that    the 
Department    of    Revenue    may    establish    procedures     for 
cancelling    and   writing   off  accounts   receivable   carried 
on    the   books    of    the    various    state    agencies    but   which 
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1,037 

1,513 

2,940 

$483,771 

$437,295 

$548,409 

820 

537 

458 

$96,714 

$59,310 

$61,998 

959 

89 

-0- 

$106,214 

$64,539 

-0- 

have  been  transferred  to  the  department  under  section 
17-4-104,  MCA,   and  which  are  uncollectible  or  the 
continued  pursuance  of  the  collection  thereof  would 
cost  the  state  more  than  the  amount  collected.   This 
section  also  requires  that  these  procedures  be  estab- 
lished in  accordance  with  similar  procedures  estab- 
lished at  the  Department  of  Administration. 

We  noted  the  following  weaknesses  in  the  bad  debt 
collection  process  as  established  at  the  department: 

--Although  the  department  has  established  a  $0  to 
$50  limit  for  the  continued  pursuance  of  a  bad 
debt,  ten  of  our  sample  of  25  active  bad  debt 
files  were  for  the  collection  of  debts  in  amounts 
from  $0  to  $50. 

--Although  the  department  has  established  a  30-60-90 
day  interval  for  sending  collection  letters  to 
debtors,  nine  of  our  sample  of  25  active  bad  debt 
files  had  only  one  letter  sent  in  the  collection 
effort. 

--The  department  does  not  assess  penalty  and  interest 
on  amounts  due . 

— We  noted  debts  recorded  as  paid  in  the  bad  debts 
computer  generated  subsidiary  detail  ledger  without 
documentation  of  the  transfer  of  proceeds  to  the 
originating  agency. 

--An  effective  department  collection  tool  is  the 
ability  to  offset  bad  debts  against  individual 
income  tax  refunds.   We  found,  however,  a  signifi- 
cant number  of  files  accepted  by  the  department 
which  did  not  include  social  security  account 
numbers.   These  account  numbers  are  necessary  to 
initiate  tax  refund  offsets. 

RECOMMENDATION  #24 

We  recommend  that  the  department  consider  the  weaknesses 

described  above  in  evaluating  the  statewide  bad  debt  collection 

process. 
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INVESTIGATION  DIVISION  TRAVEL 

The  Investigation  Division  has  13  vehicles  assigned 
to  investigators  stationed  outside  of  Helena  and  four 
vehicles  assigned  to  Helena  employees,  including  the 
division  administrator.   These  vehicles  have  no  special 
marking  to  identify  them  as  state  vehicles,  and  they 
have  "skip"  or  normal  license  plates  which  are  the  same 
style  as  those  used  on  personal  vehicles. 
Usage  of  State  Vehicles 

All  these  vehicles  are  routinely  used  by  the 
assigned  personnel  for  travel  between  home  and  work,  as 
well  as  during  lunch  breaks.   The  division's  position 
has  been  that  it  is  necessary  to  take  these  cars  home 
to  prevent  vandalism,  safeguard  radio  equipment,  and 
provide  immediate  access. 

While  these  assumptions  may  be  reasonable  for 
those  vehicles  stationed  outside  of  Helena,  we  question 
their  validity  for  the  four  vehicles  stationed  in 
Helena.   These  vehicles  could  be  left  at  the  state 
motor  pool  or  in  the  capitol  complex  and  be  adequately 
safeguarded.   The  result  would  be  a  reduction  in  the 
operating  costs  of  the  Helena  based  vehicles.   If  the 
potential  for  emergency  work  exists,   investigators 
could  be  placed  in  an  "on-call"  status  and  be  allowed 
to  take  vehicles  home. 

Helena  staff  who  have  been  assigned  these  vehicles 
are  not  maintaining  adequate  records  as  to  who  is 
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driving  the  cars  and  for  what  purpose.   Since  other 
department  staff  also  use  the  vehicles  occasionally  and 
since  the  vehicles  are  rotated  among  division  staff 
periodically,   it  is  not  possible  to  determine  the 
extent  of  vehicle  usage  for  personal  purposes. 

While  the  division  maintains  extensive  records, 
the  responsibility  for  vehicle  mileage  is  not  clearly 
documented.   Without  this  documentation,  management 
cannot  determine  if  vehicle  usage  is  consistent  with 
state  guidelines. 

RECOMMENDATION  #25 

We  recommend  that  the  department: 

A.  Define  allowable  business  use  for  Investigation  Division 
vehicles. 

B.  Require  Investigation  Division  personnel  to  document 
vehicle  mileage  and  purpose  of  travel. 

PAYROLL  INTERNAL  CONTROL 

The  Audit  and  Accounting  Division  Payroll  Section 
supervisor  prepares  and  is  also  allowed  to  authorize 
payroll  documents  which  generate  bi-weekly  payroll 
warrants  for  the  entire  department.  This  individual 
also  distributes  those  warrants  to  employees  of  the 
department.  Supervisors  are  not  signing  department 
forms  designed  to  transmit  payroll  information  from 
supervisors  to  the  payroll  section.   This  includes 
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attendance  information  as  well  as  merit,  longevity  and 
promotion  increases  information.   We  also  noted  a 
significant  number  of  payroll  files  which  did  not 
include  the  completed  forms  showing  supervisory  approval 
of  merit,  longevity,  and  promotion  increases. 

RECOMMENDATION  #26 

We    recommend    that   the    department    initiate    procedures    to 

ensure  adequate  internal  controls  in  its  payroll  administrative 

functions. 

COMPLIANCE 

The  following  problems  in  compliance  areas  were 
encountered  in  our  review  of  accounting  and  administra- 
tive activities  at  the  department: 

— Employees  were  allowed  to  use  accrued  leave  amounts 
before  working  the  required  eligibility  period  of 
six  months  for  annual  leave  and  90  days  for  sick 
leave.   These  time  periods  are  specified  in  sections 
2-18-611  and  2-18-618,  MCA. 

--Employees  did  not  accumulate  leave  for  their  first 
pay  period  worked  because  they  had  not  worked  a 
full  80  hours.   Personnel  regulations  and  support- 
ing sections  2-18-611  and  2-18-618,  MCA,  state 
that  an  employee  shall  accrue  annual  leave  and 
sick  leave  from  the  date  of  employment.   This 
situation  resulted  in  employee  leave  balances  not 
in  accordance  with  statutes. 

--Department  personnel  preparing  SBAS  documents  do 
not  maintain  on  file,  worksheets  containing  related 
computations.   Such  worksheets  are  essential  for 
review,  error  research,  and  to  ensure  compliance 
with  2-1510.36,  MOM. 

--When  a  purchase  order  is  established,  an  automatic 
encumbrance  is  set  up  on  the  Statewide  Budget  and 
Accounting  System  (SBAS)  to  assure  funds  will  be 
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available  when  the  debt  is  paid.   When  payment  is 
made  to  the  vendor,  the  Audit  and  Accounting 
Division  sometimes  will  not  remove  the  encumbrance 
from  SBAS .   At  fiscal  year-end,  an  accrual  is 
generated  for  all  encumbered  balances  on  SBAS 
including  those  encumbrances  that  should  have  been 
liquidated.   Even  though  accounting  personnel 
examine  these  accruals  to  determine  their  validity, 
there  is  an  increased  probability  that  invalid 
accruals  could  slip  by  at  fiscal  year-end.   Further- 
more, section  2-1350.10,  MOM,  states  that  encum- 
brances must  be  liquidated  when  payment  is  made 
for  items  encumbered. 

-An  employee  was  paid  travel  expenses  while  on 
annual  and  sick  leave  (the  employee's  supervisor 
could  not  explain  the  situation).   Instances  where 
employees  were  paid  for  miscellaneous  expenses  in 
excess  of  $10  not  supported  with  a  receipt  as 
required  in  the  Montana  Operations  Manual. 


RECOMMENDATION  #27 

We  recommend  that  the  department  take  steps  necessary  to 
ensure  compliance  with  the  above  mentioned  Montana  statutes, 
and  rules  and  regulations  relating  to  the  administration  of 
the  department. 

DATA  PROCESSING 

The  Department  of  Revenue  utilizes  computerized 
data  processing  in  most  operating  divisions.   The 
computer  is  used  to  maintain  subsidiary  records,  pro- 
vide audit  aids,  provide  correspondence  aids,   and 
compile  statistical  information.   We  reviewed  data 
processing  activities  in  general  and  performed  specific 
application  reviews  of  several  systems. 

During  our  audit  period,   the  Data  Processing 
Division  and  the  Research  Division  were  responsible  for 
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most  departmental  data  processing  activities.   We, 
therefore,  present  the  results  of  our  reviews  under 
these  categories.   The  two  divisions  are  currently 
combined  as  the  Research  and  Information  Division  and 
are  under  one  administrator. 
DATA  PROCESSING  DIVISION 

The  Department  of  Revenue  Data  Processing  Division 
was  responsible  for  the  programming  and  operation  of  a 
majority  of  the  department's  data  processing  systems. 
The  division  has  a  staff  of  approximately  22  keypunchers, 
3  production  controllers,  12  programmers  and  systems 
analysts,  1  administrator,  1  assistant  administrator, 
and  1  secretary  and  is  divided  into  the  following 
sections : 

1.  Data  Entry, 

2.  Production  Control, 

3.  Systems  and  Programming  Development,  and 

4.  Administrative. 

We  reviewed  the  overall  data  processing  controls, 
concentrating  on  the  areas  of: 

1.  Physical  security, 

2.  Processing  procedures,  and 

3.  Data  processing  performed  by  other  divisions. 
Our  review  disclosed  the  following  weaknesses. 

The  division's  remote  job  entry  station,  data 
entry  section,  administrative  and  systems/programming 
offices  are  located  in  the  same  general  area  along  with 
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all  information  relating  to  department  data  processing 
systems.   While  the  office  doors  are  generally  locked 
during  night  hours,  none  of  the  computer  program  copies, 
computer  file  lists,  output  forms,  or  related  documen- 
tation stored  there  are  secured  within  file  cabinets  or 
vaults  after  hours.   This  is  a  weakness  in  physical 
security.   Offices  may  be  left  open  and  unattended  for 
up  to  20  minutes  during  the  after  hours  cleaning  process. 
With  above  described  documentation  not  secured  within 
this  area,  the  potential  for  information  loss,  vandalism, 
and  inform.ation  abuse  is  real. 

Without  separation  of  the  production  or  processing 
control  and  programming  duties,  there  is  a  potential 
for  unauthorized  changes  to  a  data  processing  system. 

For  instance,  the  division  allows  unsupervised 
systems  analysts  and  programmers  access  to  the  remote 
job  entry  station  after  normal  working  hours.   Changes 
made  to  a  data  processing  system  are  not  always  logged. 
This  further  allows  an  analyst  or  programmer  to  make 
whatever  changes  are  desired,  with  little  chance  of 
detection.   Failing  to  log  changes  also  provides  poor 
documentation  for  troubleshooting  purposes.   The  divi- 
sion also  does  not  prevent  analysts  or  programmers  from 
gaining  access  to  the  department's  production  tape 
management  system  (TMS)  lists  or  production  job  control 
information.   With  this  information,  the  above  indivi- 
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duals  could  access,  modify,   or  destroy  department 
computer  tape  files  which  are  crucial  to  the  operation 
of  the  department. 

The  division  also  does  not  explicitly  prevent 
production  control  personnel  from  accessing  the  detail 
descriptions  of  department  computer  files  which  would 
allow  them  to  access,  modify,  or  destroy  department 
computer  files.   Only  systems  analysts  and  programmers 
should  have  access  to  the  file  descriptions. 

The  division  has  not  established  procedures  to 
adequately  control  updating  of  production  libraries. 

Before  computer  programs  can  be  effectively  util- 
ized, they  must  be  thoroughly  tested.   When  department 
programmers  and  systems  analysts  test  computer  programs, 
the  resulting  computer  printouts  are  placed  in  a  basket 
located  in  the  hallway  outside  the  remote  job  entry 
station.   These  printouts  contain  all   information 
necessary  to  process  their  related  programs.  We  observed 
instances  where  the  basket  containing  these  computer 
printouts  was  left  in  the  hallway  after  normal  working 
hours.   Anyone  with  access  to  the  Mitchell  Building  had 
unauthorized  access  to  these  department  printouts. 

The  department  currently  does  not  maintain  docu- 
mentation for  its  data  processing  systems  at  some 
offsite  location.   In  case  of  a  disaster,  existing 
system  documentation  may  be  destroyed  making  complete 
recovery  a  time  consuming  task.   Some  data  processing 
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documentation,  such  as  detail  computer  program  descrip- 
tions, may  never  be  completely  recreated.   Similarly, 
the  department  does  not  maintain  a  list  of  all  computer 
tape  files  to  transfer  to  the  state's  disaster  vault  on 
a  periodic  basis.   As  a  result,  the  department  may  not 
realize  a  particular  tape  file  was  not  properly  trans- 
ferred to  the  disaster  vault  until  after  a  disaster 
occurs . 

The  Data  Processing  Division  has  not  periodically 
reviewed  existing  security  procedures  to  determine  the 
controls  necessary  to  prevent  damage  or  loss  of  equip- 
ment and  data,  or  unauthorized  activity. 

RECOMMENDATION  #28 

We  recommend  that  the  department  take  steps  necessary  to 

ensure  adequate  physical  safeguards  over  the  data  processing 

operation. 

Data  Processing  Procedures 

To  operate  effectively,  a  data  processing  organi- 
zation must  establish  procedures  to  ensure  that  per- 
sonnel and  equipment  are  effectively  utilized. 

The  department's  production  control  section  has  no 
guidelines  to  determine  which  data  processing  project 
is  to  be  given  priority  when  competition  for  computer 
resources  arise.   Depending  on  pressure  from  other  data 
processing  users,  production  control  may  be  instructed 
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to  "drop  everything"  and  begin  work  on  another  completely 
different  project.   This  condition  indicates  a  weakness 
in  the  department's  ability  to  schedule  data  processing 
resources  which  causes  a  drop  in  productivity,  morale, 
and  effectiveness. 

For  purposes  of  accounting,   each  programmer, 
systems  analyst,  and  the  production  control  section  is 
assigned  an  identification  number  by  the  Department  of 
Administration  computer  center.   Instances  have  occurred 
where  a  programmer  or  systems  analyst  used  the  production 
control  unit's  number  for  "test"  processing  instead  of 
for  production  processing  as  designed.   This  results  in 
production  control  personnel  spending  time  determining 
the  correct  disposition  of  the  tape  file(s). 

Without  utilizing  an  effective  design  standards 
manual,  management  cannot  ensure  the  data  processing 
systems  are  performing  as  they  should;  training  of  new 
personnel  with  respect  to  design  standards  is  more  time 
consuming;  and  management  cannot  ensure  proper  controls 
have  been  designed  into  a  data  processing  system.  The 
Department  of  Revenue  has  not  developed  such  a  manual. 

The  department  does  not  conduct  periodic  reviews 
to  identify  needed  changes,  but  instead  relies  on 
management  to  perform  any  procedural  evaluation  as  part 
of  the  day-to-day  operation.   This  approach  tends  to 
concentrate  only  on  problem  areas  as  they  arise,  and 
overall  inadequacies,  such  as  the  procedural  weaknesses 
listed  in  this  report,  are  overlooked. 
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RECOMMENDATION  #29 

We    recommend    that    the    department    consider    weaknesses 
discussed  in  this  section  in  improving  data  processing  opera- 
tions . 

DATA   PROCESSING   PERFORMED   BY   OTHER   DIVISIONS 

The    department    has     two    divisions    which    perform 

some    data   processing    independent   of   the    newly   created 

Research     and     Information    Division.       These     are     the 

Property    Tax    Division    and    the    Audit    and    Accounting 

Division. 

These  divisions  maintain  some  100  computer  programs 

each.  Both  divisions  have  ready  access  to  their  computer 

files  independent  of  the  Research  and  Information 

Division.   The  department  has  not  established  adequate 

data  processing  procedures  within  non-data  processing 

divisions  to  provide  sufficient  control.   This  can  be 

illustrated  by  the  following  conditions: 

--The  non-data  processing  divisions  do  not 
notify  the  Research  and  Information  Division 
of  their  data  processing  activity. 

— Data  processing  documentation  within  the 
Property  Tax  and  Audit  and  Accounting  Divi- 
sions is  not  adequate. 

--Neither  division  has  a  "users  manual"  which 
lists  items  such  as  reports  available,  how  to 
obtain  reports  desired,  or  what  the  reports 
are  used  for. 

--Computer  programs  created  are  not  reviewed  by 
the  Research  and  Information  Division  of  the 
department  for  efficiency  or  accuracy  prior 
to  processing. 
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--The  Property  Tax  Division's  county  master 
files  contain  the  mass  appraisal  information 
for  each  county  and  are  directly  accessible 
by  Property  Tax  personnel . 

There  is  a  potential  in  this  area  for  unauthorized 
and/or  improperly  designed  computer  file  changes  to  be 
performed  without  the  knowledge  of  Property  Tax  Divi- 
sion or  Research  and  Information  Division  personnel. 

RECOMMENDATION  #30 

We   recommend  that  the   department  review  the  data  process- 
ing activity  by  non-Research  and  Inform.ation  Division  personnel 
and  establish  adequate  controls  over  that  data  processing. 

RESEARCH  DIVISION 

The  function  of  the  Research  Division  is  to  provide 

reliable  projections  of  revenue  from  various  state  tax 

sources  and,  at  the  request  of  the  Governor  or  the 

Legislature,  supply  tax  reports  and  studies  for  their 

use.   The  division  does  not  employ  any  programmers  or 

systems  analysts  but  has  seven  full-time  employees  and 

expends  $12, 000-$15, 000  per  year  in  data  processing 

costs.   The  division  has  had  on-line  computer  linkage 

with  Montana  State  University  (MSU)  since  1973  where, 

with  few  exceptions,  all  of  their  data  processing  takes 

place.   The  division's  data  processing  programs  and 

data  information  are  stored  on  tape  and  disk  files  at 

MSU.   The  division's  major  data  processing  systems  are 

corporate  tax,  natural  gas,  revenue  report,  income  tax 

statistics,  and  the  biennial  report. 
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MSU  Computer  Facility 

Because  distribution  of  much  of  the  information 
contained  in  the  data  processing  files  utilized  by  the 
Research  Division  (for  example  income  tax  and  corporate 
tax  files)  is  restricted  by  statute,  we  conducted  a 
review  of  the  Montana  State  University  computing  center 
to  determine  weaknesses  at  the  center  which  may  have  an 
effect  on  Research  Division  data  processing  activities. 
We  found  that  significant  weaknesses  exist  at  the 
center.   Although  we  found  no  such  instances,  given  the 
existing  weaknesses,  the  department  cannot  be  assured 
that  MCA  sections  which  prohibit  divulgence  of  tax 
information  have  not  been  violated. 

Listed  below  is  a  summary  of  the  major  weaknesses 

we  found.   Based  on  these  weaknesses,  the  MSU  computer 

center  procedures  are  inadequate  to  provide  reasonable 

protection  to  the  Research  Division's  data  information 

files  and  to  assure  continuance  of  operation  in  the 

event  of  a  disaster. 

--MSU  has  never  conducted  or  appointed  someone  to 
conduct  a  security  review  of  its  data  processing 
software  controls. 

— Operators  are  not  restricted  from  running  personal 
programs  on  the  computer  if  they  have  an  approved 
account  number  for  computer  charges . 

— No  precautions  are  taken  when  an  employee  leaves 
to  ensure  confidential  data  or  programs  are  not 
taken,  or  passwords  and  security  codes  assigned  to 
him  are  voided. 

— Keys  to  the  computer  room  are  not  restricted  to 
supervisory/security  personnel.   At   least  35 
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persons,  some  of  whom  are  MSU  students,  have  keys 
to  the  computer  room.  Persons  who  have  keys  also 
have  access  to  tape  and  disk  files. 

--The  center  does  not  control  access  to  and  disposi- 
tion of  tape  and  disk  files.   Center  personnel 
stated  that  the  imposition  of  controls  is  up  to 
the  user  (section  15-30-303,  MCA,  states  that 
divulgence  of  income  tax  information  in  any  manner 
is  unlawful,  and  income  tax  return  files  on  tape 
are  processed  in  this  environment). 

— Operators  have  unrestricted  access  to  the  tape 
library. 

--MSU  does  not  have  a  formal  agreement  with  another 
computer  installation  to  provide  backup  in  case  of 
prolonged  equipment  failure  or  destruction.   MSU 
has  had  an  informal  backup  arrangement,  but  the 
backup  equipment  is  now  being  replaced. 

— MSU  has  not  developed  a  recovery  plan  for  use  in 
the  event  of  a  major  disaster. 

The  Research  Division  should  review  these  weak- 
nesses and  its  data  processing  activities  at  MSU.  To 
provide  protection  of  confidential  information  and  to 
be  assured  of  continued  operation  it  may  be  necessary 
for  the  Research  Division  to  discontinue  some  of  its 
processing  at  MSU. 


RECOMMENDATION  #31 

We  recommend  that  the  department  review  its  data  processing 
activities    at    MSU    and    take    appropriate    action    to   assure 
adequate  control  over  data. 

Other  Weaknesses 
Like    the    Data    Processing    Division,     the    Research 
Division   has    not    established    standard    conventions    for 


62 


data  processing  system  and  program  documentation,  has 
not  established  adequate  control  over  system  and  program 
changes,  has  not  developed  a  disaster  plan  or  documented 
emergency  procedures  for  alternate  locations  for  data 
processing  operations,  and  has  not  established  adequate 
access  control  to  provide  reasonable  protection  against 
access,  damage,  or  destruction  of  its  data  files. 

RECOMMENDATION  #32 

We  recommend  that  the  department  consider  weaknesses  in 
the  Research  Division  in  formulating  policies  and  procedures 
for  Research  and  Information  Division's  operations. 

PRIOR  AUDIT  RECOMMENDATIONS 

A  fiscal  year  1974-75  audit  of  the  department  was 
conducted  by  a  CPA  firm  under  contract  with  the  Office 
of  the  Legislative  Auditor,  with  income  tax  and  corpora- 
tion tax  portions  of  the  audit  completed  by  the  Office 
of  the  Legislative  Auditor.   The  two  reports  contained 
78  recommendations  which  are  still  applicable  to  the 
department's  operation.   The  department  concurred  with 
10  recommendations  which  have  not  been  implemented,  did 
not  concur  with  5  which  have  not  been  implemented, 
concurred  with  and  partially  implemented  24,  and  imple- 
mented the  remaining  39.   These  figures  represent  the 
status  of  prior  recommendations  at  the  conclusion  of 
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our  field  work  for  this  audit.   The  department  has 
indicated  that  several  prior  recommendations  have  been 
implemented  since  that  date. 

Various  sections  of  this  report  include  discussion 
of  those  recommendations  which  the  department  has  not 
implemented  or  for  which  the  department  has  not  taken 
adequate  corrective  action. 
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AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 
EXCLUDING  LIQUOR  RELATED  OPERATIONS 


/10RRIS  L   BRUSETTCPA 

LEGISLATIVE    AUDITOR 


STATE  OF  MONTANA 

ice  of  tl]c  ^CcgtslaitUc  Aubitor 


STATE  CAPITOL 
HELENA,  MONTANA  59601 

406/449-3122 


ELLEN  FEAVER,  C  P  A 

DEPUTY    LEGISLATIVE    AUDITOR 
JOHN  W   NORTHEY 

STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Montana 
Department  of  Revenue  excluding  liquor  related  opera- 
tions as  of  June  30,  1977  and  the  Related  Statements  of 
Operations  shown  on  pages  59-80  for  the  two  years  then 
ended.   Except  as  explained  in  the  following  para- 
graphs, our  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards,  and  accordingly 
included  such  tests  of  the  accounting  records  and  such 
other  auditing  procedures  as  we  considered  necessary  in 
the  circumstances. 

The  condition  of  the  department's  accounting 
records  relating  to  equipment  was  such  that  we  were 
unable  to  perform  certain  auditing  tests  and  procedures 
which  we  deemed  necessary  to  comply  with  generally 
accepted  auditing  standards.   Accounting  records  for 
equipment  are  not  adequately  maintained.   Accordingly, 
a  Statement  of  General  Fixed  Assets  required  by  gener- 
ally accepted  accounting  principles  is  not  included  in 
the  financial  statements. 
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A  substantial  portion  of  the  revenue  of  the  depart- 
ment is  not  subject  to  audit  controls  on  which  we  could 
rely  as  explained  on  page  37.   It  was  therefore  not 
practicable  for  us  to  satisfy  ourselves  with  respect  to 
revenue  beyond  the  amounts  recorded  as  received  and 
shown  in  departmental  records . 

During  our  audit  of  the  department,  we  found 
significant  accounts  receivable  with  incomplete  rec- 
ords.  Because  we  could  not  determine  the  composition 
of  significant  balances,  we  could  not  perform  the  audit 
work  necessary  to  determine  the  propriety  of  June  30, 
1977  accounts  receivable  balances  shown  in  the  finan- 
cial statements.   These  balances  are  $3,945,933  in  the 
Federal  and  Private  Grant  Clearance  Fund  and  $668,645 
in  the  Agency  Fund. 

Procedures  used  by  the  department  in  summarizing 
year  end  Motor  Fuels  deposits  subsidiary  ledger  bal- 
ances for  Agency  Fund  property  held  in  trust  were 
inadequate  and  records  did  not  provide  an  audit  trail 
for  the  audit  of  such  deposits.   We  therefore  did  not 
perform  the  work  necessary  to  determine  the  propriety 
of  property  held  in  trust  shown  in  the  financial  state- 
ments.  This  Agency  Fund  balance  at  June  30,  1977 
totalled  $110,451. 

Because  of  the  lack  of  supporting  documentation, 
we  could  not  perform  the  audit  work  necessary  to  deter- 
mine the  propriety  of  significant  Motor  Fuels  Tax 
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refunds.  Unaudited  Federal  and  Private  Grant  Clearance 
Fund  refunds  for  FY  1975-76  were  $2,709,275  and  for  FY 
1976-77  were  $3,198,953. 

Because  we  were  unable  to  satisfy  ourselves  by 
appropriate  audit  tests  or  by  other  means,  we  are 
unable  to  express  an  opinion  on  the  Balance  Sheet  and 
Statement  of  Changes  in  Fund  Balance  of  the  Agency  Fund 
and  the  Federal  and  Private  Grant  Clearance  Fund. 

In  our  opinion,  the  accompanying  financial  state- 
ments, except  those  named  immediately  above  and  except 
for  the  effects,  if  any,  of  the  matter  discussed  in 
paragraph  3  of  this  opinion,  present  fairly  the  finan- 
cial position  of  the  various  funds  and  account  groups 
of  the  Department  of  Revenue,  excluding  liquor  related 
operations,  at  June  30,  1977,  and  the  results  of  opera- 
tions of  such  funds  for  the  two  fiscal  years  then 
ended,  in  conformity  with  generally  accepted  accounting 
principles  applied  on  a  consistent  basis. 

The  accompanying  schedules  of  Expenditures  by 
Object,  Supplemental  Information,  and  the  column  on  the 
accompanying  Statement  of  Revenue  Compared  with  Revenue 
Estimates  captioned  "Combined  Total  Memorandum  Only," 
are  not  necessary  for  a  fair  presentation  of  the  finan- 
cial statements,  but  are  presented  as  additional  ana- 
lytical data.   This  information  has  been  subjected  to 
the  tests  and  other  auditing  procedures  applied  in  the 
examination  of  the  accompanying  financial  statements 
and,  in  our  opinion,  is  fairly  stated  in  all  material 
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respects  in  relation  to  the  financial  statements  taken 
as  a  whole  except  as  this  information  relates  to  the 
qualification  stated  in  paragraph  3  of  this  opinion. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 

December  29,  1978 
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DEPARTMENT  OF  REVENUE 


BALANCE  SHEET 
JUNE  30,  1977 


Earmarked 
General       Revenue       Sinking 
ASSETS  Fund         Fund         Fund 

Imprest  Cash  $  5,000 

Cash  in  Treasury  $135,110      $115,313 

Deferred  Accounts  Receivable 

Accounts  Receivable  -  Receipts 

Accounts  Receivable  -  Dishonored  Checks 

Inter-entity  Loans  Receivable 

Federal  Securities  -  Cost 
Other  Investments  -  Cost 
Interest  Purchased 
Transfers  to  STIP  -  Principal 
Transfers  to  STTP  -  Accrued 
Interest  Purchased 

Property  Held  in  Trust 
Merchandise  Inventory 

Expense  Advances  to  Employees  18,600         1,000 

Other  Prepayments  7,371          285 
Appropriation  Authority  Available 

to  Pay  Accrued  Expenditures  500,033 


Total  Assets  $531, OOA      $136,395 


LIABILITIES  AND  FUND  BALANCE/ 
RETAINED  EARNINGS 

Accounts  Payable 

Inter-entity  Loan  Payable 

Accrued  Support  Expenditures  $500,033      $  12,511 

Accrued  Withdrawals 

Reserve  for  Deferred  Accounts  Receivable 
Accountability  for  Stale-dated  Warrants 
Accountability  for  Property  Held  in  Trust 
Uncleared  Collections 
Active  Cancelled  Warrant  Clearing 
Total  Liabilities 

".e^erve  for  Expense  Advances  to 

Employees 
Reserve  for  Other  Prepayments 
Reserve  for  Cash  Advances  from 

the  Department  of  Administration 
Fund  Balance/Retained  Earnings 
Total  Liabilities  &  Fund 
Balance/Retained  Earnings 


See  accompanying  Notes  to  Financial  Statements 


500,033 

12,511 

-0- 

18,600 

7,371 

5,000 

-0- 

123, 88A 
$136,395 

115,313 

$531,004 

$115,313 
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Federal 

Federal 

and 

and 

Private 

Private 

Grant 

Trust  and 

Revenue 

Clearance 

Revolving 

Legacy 

Agency 

Fund 

Fund 

Fund 

Fund 

Fund 

$72,075 

$  1,606,647 
3,945,933 

113,980 
30,000 

4,598,436 

$  42,673 

$    2,715 

1,000,000 

6,784,539 

14,664 

430,149 

$127,821 

668,645 
1,158 

575 


$30,000 
25,152 


182 


57,500 


110,461 


$72,650      $10,294,996   $100,173    $8,232,249      $908,085 


~,  4,872   $  60,816 

9,065 

3,945,933 

70,069  $    140 

3,356,876  19,310 

74,298  1,158 

30  


55,152        7,452,078     69,881        -0-         20,608 


2,842,918     30,292     8,232,249       887,477 
$10,294,996   $100,173    $8,232,249      $908,085 
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DEPARTMENT  OF  REVENUE 


License! 

s  and 

Permits  (Se 

Sche.Ju 

le  Al 

Taxes 

Coal  Product 

ion 

Corpor; 

ition 

Kuel  (See  Schedule  B) 

Indivic 

lual  I 

ncome 

liiherii 

Lance 

Proper 

LV  (Be 

e  Schedule 

Miscellaneou 

s  (See 

Sclicdi 

ule  D) 

Service 

Fees 

Investmi 

ent  Ea 

rnings 

Rrimbur: 

sement 

s 

Fiducia 

ry  and 

Trust 

Miscell, 

aneous 

Grants, 

Gifts 

,  Bequests, 

and  Doi 

nation 

s 

Tola 

1  Reve 

nue 

Colled 

ions  a 

nd  Transfei 

Transf 

erred 

to  Revenue 

leparti 

ment  of  Revenue 

nirec 

tor's  Office 

Audit 

and  Accounting 

Divi 

sion 

Le(.al 

Bureau 

Prop.- 

rty  Valuation  U: 

STATEMENT  OF  REVENUE  COMPARED  WITH  REVENUE  ESTIMATES 
FISCAL  YEAR  ENDED  JUNE  30,  1976 


15.777,571 
4,400 


62,412,989 

6,180,106 

5,650 

15,429,279 

4,540 


114,093,445    109,743,959 


8,745,107 
36,813,437 

7,560,000 
80,000 


9,308,439 
41,244,846 

7,642,370 
197.176 


77,708 
58,991,349 


517,462 
,586,416 


10,727,232 

3,834 

4,.i.;9,641 


Revenue  Fund 


S  74,428   S  52,157 


Inheritance  Tax 

to  Fini 

16,046 
16,046 

16,046 

Total  Income 

-0- 

23,305 
$109,767,264 

16,046 

Total  Fund 

$114,093,445 
incial  StatemenI 

$53,684,037 

$59,007,395 

■e  accompanying  Notes 

ts 

$18,827,600        $|g.l43,7U         $293,20' 
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Combined  Total 
(Heniorandiim  Orilyj 


52,328,579     52,478,578                                                         21,645,795  22,924,147 

17,634,654  17,265,083 

36,113,437  41,244,846 

78.609,375  71,140,221 

5,715,465  6,180,106 

7.560,000  7.651.854 

52,873,966   S2, 940, 989                                                       1,788,350        1,981,366                                                         24,714.234  24,878.451 

5     2.812                                                                                                                         4,400  7,352 

176,126                                                                                                                                        283,375  459,501 

34  7 

5200,000  5294,450        200,000  294,450 

79,082  79.121 

63,000  77,708 

176,126    2,873,966  2,940,989      -0-      81,894    4,116,929   4,743,319    200,000   294,450    193,779,931  195.115,600 

,225,008  217,225,008 

74,428  52,157 

459,379  459,379 

1,400  1,400 


9,562 
30,55'1 

6,815 
19,228 
23.305 

28,000 
178,652 
16,046 

1.447.932 

449.640 

39,882 

506.875 

18,793 

219,431,291        -0-        -0-       28,000    39,882        -0-        -0-        -0-     460,779        337,247   220,250,414 


5219,607.417   52,673.966  52,940,989    528,000  5121,776   54,116,929  54,743,319   5200,000  5755,229   5194,117,178  5415,366,214 
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DEPARTMENT  OF  REVEmE 


STATEHENT  OF  REVENUE  COMPARED  WITH  REVENUE  ESTIMATES 
FISCAL  YEAR  ENDED  JUNE  30,  1977 


General 

Fund 

Earmarked  Rev 
Estimated 

'enue  Fund 
Actual 

Sinking 

Fund 

Federal  an 

d  Private 

Revenue 
Estimated 

Fund 

Revenue  Description 

Estimated 

Actual 

Estimated 

Actual 

Actual 

Licenses  and  Permits 

(See  Schedule  A^ 

$    411,880 

$    415,436 

S    556,763  ! 

;    590,125 

Tsxe- 
Coal  Production 

15,279,300 

14,362,422 

16,138,761 

15,170,310 

S   954,956 

S   897,651 

Corporation 

15,360,000 

15,972,633 

6,000,000 

6,239,310 

2,640,000 

2,745,296 

Fuel  (See  S'hedule  B) 

43,103,691 

43,957,174 

Individual   .i^ome 

73,047,040 

71,591,377 

28,534,000 

27,965,382 

12,554,960 

12,304,768 

inheritance 

6,380,000 

6,483,191 

Property  (See  Schedule  C) 

3,125 

8,070,447 

8,445,679 

1,332 

M.scel'aneous  (See  Schedule 

D)   16,678,427 

16,625,697 

167,827 

177,320 

4,447,357 

4,451,358 

Service  Kees 

4,400 

7,983 

Investment  Earnings 

Fines 

Reimbursements 

217 

Fiduciary  and  Trust 

Miscellaneous 

2,880 

Grants,  Gifts,  Bequests, 

and  Donations 

89,894 
102,661,383 

78,380 

Total  Revenue 

127,161,047 

125,464,961 

102,623,680 

20,597,273 

20,400,405 

-0- 

-0- 

Collections  and  '  ansfers 

Transferred  to  Revenue 

Accounts 

Income  Transfers 

5  52,156 

5252,501 

Intrastate  Services 

Department  of  Revenue 

Audit  and  Accounting 

Division 

12,200 

59,394 

Legal  Bureau 

38,967 

26,774 

Property  Valuation  Divisio 

n 

39 

Miscellaneous  Tax  Division 

Contractor  Gross  Receipts 

Coal  Tax  and  License 

Other 

Data  Processing  Division 

9,580 

312 

Investigation  Bureau 

255,118 

256,744 

Inheritance  Tax 

17,289 

17,289 

5102,678,672 

16,490 

16,490 

$102,640,170 

-0- 

"368;02T 
5368,021 

Total  Income 

-0- 

39 
5125,465,000 

-0- 

595,725 

Total  Fund 

5127,161,047 

520,597,273 

520,400,405 

5595,725 
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al   &   Hrivate   Grant              .<iid    Insurance                                                                        Trust  and   Legacy                                                                        Combiiu'd  Tul^l 

learancf   Fund       f'roceedb   fund  Revolving  Fund Fund Agency   fmid  (Meriio£ji..lum  iiiily  I 

ated            Actu.il               Estimjled          Actual            Estiinat«l        Actual          Estimated    "    Actual            Estimjled     ArtujI             Rsliniale^l  A.  lujj 

S          '168,  bdl  S      l.005,r)(.  I 

54,297,303     $4,039,432                                                            16,070,3^(1  14  ,■.(.<),  K  I', 

24,000,000  24,9'(7,2t'* 

43,]03,6')l  4  I, ')')?,  174 

114,136,000  ni,«6l,.')2/ 

6,3110,000  6.4H3,1'I| 

R, 070, 44;  K.4'.0,lll. 

S3, 014. 2'"    53,014,813                                                         2,586,523        2,209,718                                                           26,R94,36'i  ?(., 4,' ».')(». 

S      2,481                                                                                                                              4,400  10.41.4 

J          218,633                                                                                                                                             475,082  l.'l3.7r. 

217 

5137,000  5298,466        137,000  /')8.4(.6 

75,697  78. -,77 

89j894  78,  mil 

;         218,633    3,014,231   3,014,813      -0-      78,176    6, 883,826   6,724,232   .137,000   291,466    260,i54,760  258,823,  )i.K 

214,826,136  214,826,  I  II. 

52,156  252,5111 

274,426  274,421^ 

5   5.000     3.406                                                    17.200  62,. .1)0 

5,480     2,506                                                    44,44/  29,280 


1,370,247  I  .  "0,2'./ 

35,906,173  15,  ■1.16.1,1 

346,065  146.065 

75.000  80.008                                                                                                                                  84.580                    110.320 

727,272                                                                  17,792  16,486                                                                                                                         272.910             I  .000.511? 

_  _       J.7,289  16,491. 

253,~17578r3                  -0^^^              -6^~       "103272  "102,406                   -0- ~                 -0-              _-0-            274,426         ''488,582        254,164^979 

5253.394.526        $3.0141231    53,014,813        $103.272  $180,584        $6.883,826     $6.724,232        $137.000     $572,892        5260,9^3,342      $512,988^347 
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DEPAR;rHENTJ3F  HEVKWJE 

ALL  JUNDS 

STATEMENT  OF^XPElflJlTllRES  COMPARED  WJTH  APPROPRIATI OHS 

FISCAL  year' ERDED  JUNE   30,    1976 


GENERAL  ElINO 


.72          $359,595          $112,205          $121,638          $818,800          $286,353  $6,639,633  $223,003 

801,803            286,343  6,618.614  211,142 

16,997  I 10  S        21,019  $    11,861 


EAKHARKED  REVEHUE  FUND 


Olher  Division  Expenditures  froi 
I.Kju.T  Division  Earmarked  Kevri 
Uiiexpendeil  Appropriation 


$280,760 
189.347 


S  15.950 
15,950 


KIVATE  REVENUE  1 


Unexpended  Appropr 


70,428 
48,986 
21.442 


REVOLVING  FUND 
Appropriation-. 

Expenditures 

Uncxpendeti  Appropr 
Bsljnre 

AGENCY  KUHD 


Fund  and  Lhe  Agency  Fund  do  i 
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Total 


;.428 

SJKb.joy 

S226,776 

.i,012 

2l(t,i269 

_ie8i4«4 

'•"■■ 

5  -.0:- 

5  38,292 

S1J2.08I 

$109,835 
109^835 

S     •),491.76J 

9.351.. 176 

S  137,587 


5   27.312  $197,016 

-0-  186,386 

5  ijjj'?  S     8,630 


336,754 
265,990 
70.764 


7  1^824  16,159 

?  ?'iil'  S  46,865 


S  185,224 

112.796 
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BEPARTMlillT  OF  REVENUE 

AI.L  FUNDS 

STATEMENT  OF  EXPENDITURES  COHPABED  WITH  APPROPRIATIONS 

Fiscal  Year  Ended  June  30.  1977 


Direclor's 
Office 

Audit   and 
AccountiOR 

Research 

Division 

Legal 
Division 

IncoBe  Tax 
Division 

Tax 
Division 

UENERAl.  FUND 

Appropriations 

$82,644 

SJ92.096 

$185,198 

$126,943 

$895,701 

$338,543 

F.xpeiiditure.s 

Unexpended  Appropriation 
Balance 

76,858 
S    5,786 

385,250 
$     6,846 

152,194 
$   33,004 

124.799 
$     2,144 

853,630 
$   42,071 

327,837 
$   I0,70« 

EAKHAKKED  REVENUE   FUNIJ 
Appropriations 

$57,956 

Expenditures 

Other  Division  Expenditures 
from   Liquor  Division 
Unexpended  Appropriation 
Balance 

^j978 
S   3,978 

SINKING    FUND 

Kxpe.iditiires' 

FEDERAL  AND  PRIVATE  REVENUE   FUND 

Appropriations 

S   58,263 

S   47,894 

Exitenditures 

Unexpended  Appropri.it  ion 

44,482 

28,915 

5,000 
2,093 


$     5,480 

1,335 

;     4,145 


AGENCY  FUND 
Expenditure: 


Sinking  Fund,  Fede 
Lo  Financial  Statei 


Fund,  and  the  Agency  Fund  do 
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Fuels  Tax     Opera 
Divi 


Other  Diviai 

Inheritance 

ExpenditureB 

Tax 

Liquor  Divis 

Division 

Earmarked  Rev 

.773,292  S2'>1,862 

,771.955  232. 4 J6 

1.337  S    19.426 


S186,I>1)2             S28'1.668  $227,891  S115.979 

179,263              289,645  190, 20«  101,472 

S     7,399  5 3         $  37,687         $   14,507 


S    12,412  $349,593 

lljJ42  336,444 


$118,087 
117,903 


S    17,289 
15,175 


6,125         $ 6,125 


$      7,185  S316,200 

__     312  270,806 

$     6,873  S   45,394 


840,602 
595.687 
244.915 


$252,131,325  5252j_n7J?5 


$      7,200  $100,000  S    89,194  S    17.792 

1,119  72,309  73,552  9,987 

$     6,081  $   27,691  S    15,642  $      7 ,  805 


224,666 
160,395 
64,271 


$  190,497  $  313,531 
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DEPARTMENT  OF  REVENUE 

ALL  FUNDS 

STATEMENT  OF  CHANGES  IN  FUND  BALANCES/RETAINED  EARNINGS 

TWO  FISCAL  YEARS  ENDED  JUNE  30,  1977 


General 
Fund 


Earmarked 
Revenue        Sinking 
Fund  Fund 


BALANCE  AT  JULY  1,  1975  - 
As  previously  reported 
Adjustments  (Note  11) 
As  restated 

ADDITIONS: 
Revenue  and  Income  (Net  of 

refunds) 
Prior  Year  Income  &  Revenue 

Adjustments 
Prior  Year  Expenditure 

Adjustments 
Intraentity  Adjustment 
Inventory  Adjustment 

Total  Balance  Plus  Additions 

DEDUCTIONS : 
Expenditures  and  Withdrawals 
Transfers  to  Consolidated 
Entity 
Prior  Year  Expenditure 

Adjustments 
Prior  Year  Revenue  Adjustments 
Total  Deductions 


BALANCE  AT  JUNE  30,  1976 


(541,305) 
541,305 


57,055    $   116,276 
(16,379)         -0- 
40,676        116,276 


109,767,264 

59 

007,395 

18 

143,714 

398,445 

9,955 

6,808 

522 

110,172,517 

59 

058,548 

18 

259,990 

9,354,176 

525,472 

100,413,088 

58 

226,506 

18 

139,814 

6,808 

639 

66 

398,445 

58 

4,596 
,757,213 

110,172,517 

18 

139,880 

$      -0- 

$ 

301,335 

^_ 

120,110 

ADDITIONS: 
Revenue  and  Income  (Net  of 

Refunds)  $125,465,000    $102,640,170    $20,400,405 

Prior  Year  Revenue  and 

Income  Adjustments  768  134 

Prior  Year  Expenditure 
Adjustments 

Accrual  Adjustment  

Total  Balance  Plus  Additions   125,465,000     102,942,273     20,520,649 

DEDUCTIONS: 
Expenditures  and  Withdrawals       9,685,543        416,940         6,125 
Transfers  to  Consolidated 

Entity  115,779,457     102,401,257     20,399,207 

Reverted  Appropriation 
Prior  Year  Expenditure 
Adjustments  192  4 

Prior  Year  Revenue  Adjustments  

Total  Deductions  125,465,000     102,818,389     20,405,336 

BALANCE  AT  JUNE  30,  1977        $ -0-      $    123,884    $   115,313 


See  acc<Mq>«Dyiag  Notes  to  Fioaacial  Statenents 
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Federal 

Bond 

Federal 

and 

Proceeds 

and 

Private 

^nd 

Trust 

Private 

Grant 

Insurance 

and 

Revenue 

Clearance 

Proceeds 

Revolving 

Legacy 

Agency 

Fund 

Fund 

Fund 

Fund 

Fund 

Fund 

$  2,A05   $  A, 718, 834 
12,291     (3,859,591) 
14,696        859,243 


$  4,867    $  3,287,456   $   195,083 

(10,340)         -0-        30,413 

(5,473) 


279,111     219,607,417   $2,940,989    121,776 
51,408 

13 


3,287,456 

225,496 

4,743,319 

755,229 

95 

1,515 

462,671 


10,341 


293,807 

220,980,739 

2,940,989 

126,657 

8,030,870 

982,240 

265,990 

218,900,734 

112,796 

272,795 

97,170 

2,940,989 

2,478,579 

2,811 

38 

1,737 

12,292 

402,146 
219,400,088 

15,810 

278,282 

2,940,989 

114,533 

2,478,579 

291,416 

$  15,525 

$   1,580,651 

$    -0- 

$  12,124 

$  5,552,291 

$  690,824 

$595,725   $253,394,526   $3,014,813   $180,584     $6,724,232     $572,892 
14,342  6,544  9,754  2,683 


625,592    254,981,721    3,014,813    202,462     12,276,523    1,266,407 

595,687     252,137,325  160,395  313,531 

3,014,813  4,039,431        1,031 


12,407 


1,478 


11,775 


4,843       64,368 


608,094    252,138,803    3,014,813    172,170      4,044,274      378,930 
$  17,498   $  2,842,918   $    -0-     $  30,292    $  8,232,249   $  887,477 
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MONTANA  STATE  DEPARTMENT  OF  REVENUE 

Notes  to  the  Financial  Statements 
Two  Fiscal  Years  Ended  June  30,  1977 


1.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Basis  of  Accounting 

The  preceding  financial  statements  were  prepared 
from  the  Statewide  Budgeting  and  Accounting  System 
(SEAS).   The  state  of  Montana  utilizes  the  modified 
accrual  basis  of  accounting.   Modified  accrual  is 
defined  as,  "That  method  of  accounting  in  which  expend- 
itures are  recorded  on  the  basis  of  valid  obligations 
and  revenues  are  recorded  when  received  in  cash.   Full 
accrual  accounting  will  be  permitted  if  the  need  justi- 
fies the  application.   At  the  end  of  a  fiscal  year,  all 
valid  obligations  against  an  appropriation  are  to  be 
accrued  as  expenditures  as  provided  by  law."   (Montana 
Operations  Manual,  2-0240.40.) 

General  Fixed  Assets  and  Depreciation 

General  fixed  assets  are  expensed  at  the  time  of 
purchase.  There  are  no  control  accounts  and  deprecia- 
tion is  not  recorded  for  general  fixed  assets. 

Vacation  and  Sick  Pay 

Liabilities  incuxred  because  of  unused  vacation 
and  sick  pay  by  employees  are  not  recorded.   The  re- 
lated expenditure  is  recorded  when  paid.   Permanent 
employees  are  allowed  to  accumulate  and  carryover  a 
maximum  of  two  years'  vacation  into  a  new  calendar 
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year.  Upon  termination,  qualifying  permanent  employees 
having  unused,  accumulated  vacation  and  sick  leave 
receive  payment  for  vacation  on  a  100  percent  basis  and 
sick  leave  on  a  25  percent  basis.  The  amount  of  the 
liability  associated  with  unused,  accumulated  vacation 
and  sick  leave  at  June  30,  1977,  was  not  readily  deter- 
minable . 

Accounts  Receivable 

Deferred  Accounts  Receivable  shown  on  the  accom- 
panying balance  sheet  have  not  been  recorded  as  revenue 
and  are  fully  reserved. 

2.  RETIREMENT  PLAN 

The  department's  employees  are  covered  by  the 
Public  Employees'  Retirement  System,  a  contributory 
plan  under  which  the  state  contributes  5.55  percent  of 
an  employee's  gross  wages  and  the  employee  contributes 
6  percent  of  his  gross  wages.  The  department  incurred 
pension  costs  of  $294,201  during  fiscal  year  1975-76 
and  $282,070  during  fiscal  year  1976-77. 

3 .  CONSOLIDATED  ACCOUNTING  ENTITIES 

Accounting  entities  established  in  the  state's 
accounting  system  allow  input  by  more  than  one  agency. 
At  the  end  of  the  year,  certain  agencies  close  their 
financial  activity  to  the  administering  agency's  por- 
tion of  the  entity.  The  accompanying  financial  state- 
ments include  only  the  Department  of  Revenue's  finan- 
cial activity  for  accounting  entities  of  this  type. 
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4.  LEASED  PREMISES  AND  EQUIPMENT 

During  fiscal  years  1975-76  and  1976-77  the  Depart- 
ment of  Revenue  leased  office  space  for  several  divi- 
sions and  certain  types  of  equipment.  These  agreements 
were  short  term  in  nature. 

5.  INVESTMENTS 

The   department's    investments    are   made   by   the    State 

Board    of    Investments    and    are    controlled    according    to 

statutes   applicable   to   the  board. 

June   30,    1977   Market   Value   of    Investment   Categories 
Shown  on  Balance   Sheet,    Page   69 

Federal   Securities    -   Federal    and   Private 

Grant   Clearance   Fund  $4,598,436 

Other   Investments    -   Trust   and   Legacy  Fund  7,065,333 

Federal   Securities    -   Trust   and   Legacy  Fund  1,055,242 

6.  CASH  RECEIPTS 

The  department  records  all  cash  receipts  in  feder- 
al and  private  grant  clearance  accounts  when  initially 
received  and  makes  monthly  distributions  to  appropriate 
revenue  receiving  entities.    Uncleared  collections 
totaled  $74,298  at  year-end,  June  30,  1977  as  reported 
on  the  department's  balance  sheet  on  page  69.   The 
individual  amounts  included  m  this  year-end  total  were 
distributed  as  revenue  to  the  proper  funds  subsequent 
to  June  30,  1977. 

7.  REVENUE  DISTRIBUTIONS 

During  fiscal  years  1975-76  and  1976-77,   the 
department  collected  and  transferred  revenues  to  var- 
ious agencies  and  counties  as  required  by  statute. 
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These  collections  are  shown  only  as  income  m  Depart- 
ment of  Revenue  financial  statements.  The  revenue  is 
recorded  m  the  applicable  agency's  financial  state- 
ments . 

8.  SINKING  FUND  ACCOUNTS 

The  Department  of  Revenue  administers  three  sink- 
ing fund  accounts  for  bond  issues  which  have  been 
totally  redeemed  but  for  which  mill  levies  on  delin- 
quent taxes  are  still  being  received.   During  fiscal 
year  1976-77  all  moneys  in  the  1949  University  Building 
Bond  account  were  transferred  to  the  School  Equaliza- 
tion Aid  account  in  the  earmarked  revenue  fund  in 
accordance  with  House  Bill  583,  41st  Legislative  Assem- 
bly, and  arrangements  were  made  to  have  any  further 
receipts  go  directly  to  the  School  Equalization  Aid 
account.   Disposition  of  the  remaining  moneys  in  the 
Warm  Springs  State  Hospital  account  and  the  Boulder 
River  School  account  has  not  yet  been  provided  for  by 
the  legislature. 

9.  CONTRACTORS  GROSS  RECEIPTS 

Contractors  gross  receipt  taxes  were  deposited  to 
a  clearing  account  but  were  not  distributed  as  revenues 
as  of  the  balance  sheet  date  because  the  constitution- 
ality of  the  tax  law  was  being  questioned  in  the  Su- 
preme Court  of  the  United  States  (United  States  of 
America  vs.  State  of  Montana  -  Department  of  Revenue 
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77-1134,  Supreme  Court,  United  States,  Probable  Juris- 
diction noted  5/22/78).   Subsequent  to  the  balance 
sheet  date,  however,  the  Supreme  Court  of  the  United 
States  rendered  a  decision  favorable  to  the  state  of 
Montana.  Distribution  of  these  amounts  began  in  1979. 

10.  OMISSION  OF  LIQUOR  DIVISION 

These  financial  statements  represent  financial 
activity  and  the  financial  position  of  the  Montana 
State  Department  of  Revenue  excluding  all  Liquor  Divi- 
sion related  information. 

11.  RESTATEMENT  OF  JULY  1,  1975  FUND  BALANCES 
General  Fund 

Unconsolidated  fund  accounts  such  as  the  depart- 
ment's portion  of  the  state's  general  fund  provide  the 
authorization  to  expend  moneys  appropriated  to  the 
agency  from  the  particular  fund  involved.   At  fiscal 
year  end,  remaining  spending  authority  exists  only  to 
the  extent  that  there  are  existing  liabilities  and 
encumbrances.   There  is  no  fund  balance  associated  with 
the  department. 

Earmarked  Revenue  Fund 

An  accounts  receivable  from  the  Montana  Department 
of  Highways  totaling  $16,379  was  reported  as  an  asset 
at  June  30,  1975;  however,  it  was  not  recorded  on  the 
accounting  records  and  it  apparently  was  an  error. 


Federal  and  Private  Revenue  Fund 

Deferred  accounts  receivable  totaling  $12,292  were 
reserved  on  the  June  30,   1975  balance  sheet.   The 
adjustment  was  not  recorded  by  the  department,  and  no 
support  for  the  adjustment  could  be  found. 

Federal  and  Private  Grant  Clearance  Fund 

An  accounting  error  exists  in  fiscal  year  1974-75 
audited  financial  statements  for  this  fund.   Deferred 
accounts  receivable  of  $4,119,106  were  not  reserved  in 
fiscal  year  1974-75  when  they  had  not  been  accounted 
for  as  revenue.   They  should  have  been  reserved.   This 
correction  has  no  effect  on  revenue  or  income  in  cur- 
rent or  prior  reporting  periods.   Also,  accounts  receiv- 
able totaling  $39,797  and  a  reserve  for  property  held 
in  trust  of  $299,312  were  reported  on  the  June  30,  1975 
balance  sheet  with  no  corresponding  adjustment  in 
department  accounting  records .   No  support  for  those 
adjustments  could  be  found. 

Reserve  for  Deferred 

Accounts  Receivable  $4,119,106 

Accounts  Receivable  39,797 

Property  Held  in  Trust  (299,312) 

$3,859,591 


Revolving  Fund 

Merchandise  inventory  of  $1,262  and  inventory  in 
transit  of  $9,078  were  reported  as  assets  at  June  30, 
1975  but  were  not  recorded  m  the  accounting  records. 
No  support  for  the  adjustment  could  be  found. 
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Agency  Fund 

Accounts  receivable  totaling  $4,778  and  adjust- 
ments to  accountability  for  property  held  in  trust 
totaling  $54,258  were  included  in  the  June  30,  1975 
balance  sheet  but  were  not  recorded  m  the  accounting 
records.   No  support  for  the  adjustment  could  be  found. 

An  accounting  error  of  $19,608  exists  m  fiscal 
year  1974-75  audited  financial  statements  for  account- 
ability for  property  held  m  trust.   This  accountabil- 
ity for  property  held  m  trust  of  $19,068  was  omitted 
from  the  financial  statements. 

12.  OTHER  DIVISION  EXPENDITURES  FROM  LIQUOR  DIVISION 

EARMARKED  REVENUE 

Fiscal  year  1975-76  $241,916 

Fiscal  year  1976-77  237,175 

These  expenditures  were  paid  from  a  Liquor  Divi- 
sion Earmarked  Revenue  account. 

13.  CONTINGENT  LIABILITY 

In  June  1978,  plaintiffs  filed  suit  against  the 
state  of  Montana  challenging  the  constitutionality  of 
the  Montana  Coal  Severance  Tax.   Since  that  date, 
approximately  sixty-five  million  dollars  has  been  paid 
under  protest  to  the  department.   It  is  possible  that 
the  state  could  be  liable  for  all  or  a  portion  of  the 
funds  paid  under  protest  from  commencement  of  the 
action  to  final  determinations  made  possible  by  the 


U.S.  Supreme  Court.   The  entire  process  could  consume 
several  years . 

State  District  Court  has  ruled  that  the  state  may- 
continue  to  spend  those  revenues. 
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DEPARTHEWT  OF  REVEmE 

ALL  FUNDS 

SCHEDULE  OF  EXPEWDITURES  BY  OBJECT 

FISCAL  YEAR  ENDED  JUNE  30,  1976 


Expenditure  Object 

PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Total  Personal  Ser 


Director's 
Office 


ices 


6,682 
72,1A0 


Audit  and 
Accounting 


$247,123 
2,146 


Research 
Division 


$  77,123 
(5) 


Legal 
Division 


12,561 
115,075 


Income  Tax 

Corporation 
Tax 

Division 

Division 

$456,110 
12,631 

$174,001 

21,784 
195,785 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 
Goods  Purchased  for 
Resale 
Total  Operating  Expens 

EQUIPMENT 

Total  Equipment 


02,129 

37 

944 

13,634 

7,408 

187,123 

40,382 

8,069 

6 

823 

1,553 

5,464 

9,554 

4,449 

1,752 

7 

869 

2,793 

3,817 

54,250 

4,762 

4,678 

5 

723 

1,371 

6,599 

4,323 

26,114 

4,865 

126 

2,404 

1,716 

8,918 

7,063 

108 

343 

306 

29 

1,018 

254 

488 

410 

588 

1,516 

415 

4,631 

122 

089 

2 

351 

2 

351 

59.238 
4,744 


22,649 


LOCAL  ASSISTANCE 
From  State  Sources 
From  Other  Income  Sources 
Total  Local  Assistance 


TRANSFERS 
Accounting  Entity  Transfer 
Total  Transfers 

TOTAL  EXPENDITURES 


$327.167 


43 

512 

43 

512 

$388 

391 

$109.514 


$142,417 


$801,803 


$286,343 


See  accompanying  Notes  to  Fi 


al  Statements 
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Property 

Miscellaneous 

Motor 

Data 

Inheritance 

Tax 

Tax 

Fuels  Tax 

Operations 

Processing 

Investigations 

Tax 

Division 

Division 

Division 
$219,471 

Division 
$115,966 

Division 
$298,395 

Bureau 

_D 

S 

ivision 

$3,556,136 

$135,077 

$316,490 

82,488 

1,205,196 

15,513 

567 

10 

60 

536,405 

17,231 

28,549 

15,838 

38,497 

40,374 

10,612 

5,297,797 

152,308 

248,020 

147,317 

337,459 

356,874 

- 

93,100 

656,403 

19,981 

22,500 

911 

14,310 

5,795 

2,954 

143,476 

5,479 

7,113 

7,612 

5,880 

21,657 

1,261 

121,524 

8,360 

13,242 

2,566 

5,159 

14,410 

2,865 

218,027 

24,032 

11,828 

524 

1,660 

21,583 

526 

34,499 

2,924 

1,034 

7,984 

74,101 

5,884 

104 

36,951 

59,435 

1,366 

466 

942 

3,318 

6,369 

215 

13,220 

342 
62,484 

166 

1,017 

73,341 
94,897 

5,419 

2,152 

127 

1,283,535 

56,349 

109,847 

77,850 

_ 

8,052 

86,268 

12,300 

2.573 

622 

7,203 

51,981 

1,391 

86,268 

12,300 

2,573 

622 

7,203 

51,981 

_ 

1,391 

$  5,846,304 
1,236,106 


829,104 
7,911,574 


1,111,474 
228,390 
248,855 
326,988 
151,622 
36,951 
74,169 
71,007 


73 

341 

2 

322 

797 

181 

394 

181 

394 

1,040,493 


$6,667,600 


$306,942     $242,836    $454,509 


$486,705 


1,040,493 


218,043,522 
218,043,522 


$102,543    $219,130,017 


1 

171 

080 

218 

087 

034 

218 

087 

034 

$229 

673 

879 
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DEPARTMENT  OF  REVENUE 


Expenditure  Object 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 

Total  Personal  Services 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 
Goods  Purchased  for  Resale 
Total  Operating  Expenses 

EQUIPMENT 

Total  Equipment 

CAPITAL  OUTLAY 
Other  Improvements 
Total  Capital  Outlay 


ALL  FUNDS 

SCHEDULE 

OF  EXPENDITURES 

BY  OBJECT 

FISCAL 

YEAR  ENDED  JUNE 

30,  1977 

Corporation 

Director's 

Audit  and 

Research 

Legal 

Income  Tax 

Tax 

Office 

Accounting 

Division 

Division 

Division 

Division 

$  85,609 

$269,438 

$  78,256 

$110,361 

$493,923 

$201,272 

14 

1,055 

13,311 

8,486 

34,871 

9,530 

13,841 

65,576 

25,490 

94,109 

305,364 

87,786 

124,202 

572,810 

226,762 

7,626 

91,546 

50,780 

4,549 

169,398 

48,505 

1,314 

6,274 

2,592 

4,680 

12,781 

4,085 

1,444 

7,395 

3,579 

3,900 

61,015 

5,781 

3,864 

7,998 

1,521 

8,208 

6,492 

28,405 

5,003 

428 

2,832 

1,793 

12,341 

7,258 

133 

1,040 

325 

55 

1,195 

1,821 

3,513 

49,809 

908 

2,005 

1,670 

4,267 

22,897 

164,490 

62,537 

25,190 

264,892 

100,122 

8,648 

6,997 

1,871 

4,157 

10,928 

953 

8,648 

6,997 

1,871 

4,157 

10,928 

953 

5,182 

3,000 

1,500 

5,000 

5,182 

3,000 

1,500 

5,000 

LOCAL  ASSISTANCE 
From  State  Sources 
From  Other  Income  Sources 
Total  Local  Assistance 

BENEFITS  AND  CLAIMS 
From  Other  Sources 

Total  Benefits  and  Clai 

TRANSFERS 
Accounting  Entity  Transfe 
Total  Transfers 

TOTAL  EXPENDITURES 


:>ee  accompanying  Notes  to  Financial  Statements 


75,008 
$554,859 


$152,194 


$155.049 


$853,630 
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Property    Miscellaneous  Motor  Data      Investi-   Inherita 

Tax  Tax     Fuels  Tax   Operations  Processing   gations      Tax 

Division       Division   Division    Division    Division    Bureau      Divisi 


$3,910,015      $151,522    $233,639    $119,461    $291,997   $394,859   $  92,857  $  6,433  209 

1,272,881  1,387      17,081       1,778  1,307^507 

652,855        19,638      30,884      16,660      37,689     51,254     11,984  973^753 

5,835,751       171,160     265,910     153,202     331,464    446,113    104,841  6,719,^71, 

401,002        18,573      33,436         704      24,634     17,401      1,719  869,873 

24li841 
295,852 
340,042 
242,105 
23,952 
77,134 
125,737 
70,401 


166,270 

4  -.07 

3,979 

4,416 

6,239 

21,461 

3,343 

141,982 

14,163 

14,929 

8,467 

3,373 

24,329 

5,463 

224,989 

22,451 

12,691 

896 

447 

21,994 

86 

107,954 

3,121 

2,289 

7,846 

79,790 

11,395 

55 

23,943 

9 

56,211 

2,119 

1,183 

594 

5,453 

6,633 

372 

7,301 

1,322 

788 

1,936 

4,434 

2,490 

698 

1,129,652 


57,724      _  6,462      2,349      3,110      26,948 
57,724        6,462      2,349      3,110      26,948 


70 

401 

95 

260 

3 

110 

3 

no 

2 

286 

937 

160 

801 

160 

801 

21 

182 

21 

182 

1,436,242       1,436,242 
13,859         13,859 


185,483        185,483 
185,483        185.483 


250.653,735     250,728,743 
250,653,735     250.728.743 

$7,023,127      $243.778    $337.563    $251.572    $482,782   $588,900   $116.647     $252.333.947    $263.552.721 
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DEPARTMENT  OF  REVENUE 

ALL  FUNDS 

SUPPLEMENTARY  SCHEDULES  OF  REVENUE  COMPARED  WITH  REVENUE  ESTIMATES 

FISCAL  YEAR  ENDED  JUNE  30,  1976 


Revenu 


Des 


iptlon 


General  Fund 

Estifoated       Actual 


Earmarked  Revenue  Fund 


SCHEDULE  A 
Licenses  and  Permits 
Cigarette  Sales 
Coal  Retailer  License 
Contractor 
Fuel 
Permit  to  Sell  Gas, 
Nondistributor 
Chain  Store 
Vehicle  Permits 
Special  Fuel  Temporary 
Permit 
Camper  Decal  Fee 
Total 


SCHEDULE  B 

Fuel  Tax 
Gasoline  Licens 
Diesel  Fuel  Lie 
Special  Fuel 
Liquid  Petrole 


Avi 


Fuel 


Total 


S  122 

$        115,000  IU,790 


750  60 

245,374  234,711 


52,000  42,120 

$       413,124         $       391,803 


? -±L 


14,084       S 


501,350 


$       406,447       $       520,810 


$36,464,292 


$32,938,703 
7,914,518 


35,947 

355,678 

$41,244,846 


SCHEDULE 

C 

Property 

Tax 

Ad  Valo 

rem  Tax 

Specia 

1  Mill  Levy- 

Unive 

rsitv 

Specia 

1  Mill  Levy-Boi 

Ider 

Specia 

Mill  Levy-Wa 

■m   Sp 

Net  Pr 

Jceeds-Fines 

Annual 

Mill  Levy-Revenue 

Other 

Tota 

1 

SCHEDULE 

D 

Miscella 

neous  Tax 

Cement 

Cigaret 

le 

Electri 

cal  Energy 

Licens 

e  Tax 

Freight 

Line  Company 

Freight  Line  Cars 

Metal  M 

nes 

Natural 

Gas  Produced 

or  Dis 

tributed 

Oil  Pro 

duct  ion 

Private 

Car  Line 

Telegra 

ph  Message 

Telepho 

ne  License 

$ 
3 

139,572 
772,120 

$   150,688 
3,865,336 

903,153 

907,698 

2 

498,209 
097,371 

416,321 
1,845,076 

6 

1 

533,585 
552,537 

64,065 

307 

196,252 

11,500 

445,640 

6,563,569 

76,313 

562 

1,137,010 

11,566 

31,825 
7,609,089 


$   7,560,000       

$   7,560,000       $   7,642,370 


Electric  &  Telephone  Coop  Tax 
Resource   Indemnity  Tax 

Coal 

Oil 

Natural   Gas 

Sand,  Grav 
and  Fill 

Lead 

Gold 

Silver 

Copper 


■1,  Top  So 


Othe 


See  accompanying  Notes  to  Fi 


$15,777.571    $15.429.279 


80,000 


197,176 


?    80.000   $   197,176 
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Sinking  Fund 
timated    Act 


Bonds  Proceeds 
and  Insurance 
Proceeds  Fund 


Trust  and  Legacy 
Fund 


Combined  Total 
(Merooraodum  Only) 


S    U,084  $    19,460 

122 

115,000      114,790 


750  60 

245,374     234,711 


-0-    .     I 12:^  i_ 


392,363     501,350 

52,000       42,120 

?    -0-    $    -0-    $    -0-    $   819,571  $   912,613 


$36,464,292  $32,938,703 
7,914,518 

35,947 
355.678 


'"-    ?    -0-    J    -0-    $    -0-    $36,813!437  $41,244,'846 


2,770 
589 
475 


3,834  $    -0- 


$ 

4,226 
589 
475 

5,650 
31,825 

? 

^^560,000 

,609,089 

L_ 

,560,000  $ 

,651,854 

$   139,572 

S 

150,688 

$3,968,810 

$4,061,366 

$2,873,966 

$2,940,989 

10,614,896 

903,153 

498,209 
2,097,371 

533,585 

6,552,537 

64,065 

307 

1,196,252 

11,500 

10 

1 
6 

1 

,867,691 

907,698 

416,321 
,845,076 

445,640 

,563,569 

76,313 

562 

,137,010 

11,566 

225,537 

268,275 

$1,788,350 

$  409,809 

1,294,365 

82,754 

9,948 

181 

3,978 

14,098 

110,446 

1,931 

53,856 

225,537 

8,900 

1,788,350 

80,000 

$ 

1 

268,275 

9,500 

409,809 

,294,365 

82,754 

9,948 

181 

3,978 

14,098 

110,446 

1,931 

53,856 

197  176 

$4,329,641 

$2,873,966 

$2,940,989  $1,788,350 

$1,981,366 

$24,714,234 

878,451 
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DEPARTMENT  OF  REVENUE 

ALL  FUNDS 

SUPPLEMENTARY  SCHEDULES  OF  REVENUE  COMPARED  WITH  REVENUE  ESTIMATES 

FISCAL  YEAR  ENDED  JUNE  30,  1977 


General  Fund 


Earmarked  Revenue  Fund 


Revenue  Description 

Estimated 

Actual 

SCHEDULE  A 

Licenses  and  Permits 

Cigarette  Sales 

Contractor 

$ 

116,398 

$ 

135,725 

Fuel  Permit  to  Sell  Gas 

101 

Chain  Stores 

249,094 

238,777 

Vehicle  Permits 

Special  Fuel  Temporary 

Permit 

Camper  Decal  Fee 

46 , 388 

40,833 

Total 

$ 

411,880 

$_ 

415,436 

21,533 


535,230 


18,990 


571,135 


$   556,763   $   590,125 


SCHEDULE  B 
Fuel  Taxes 
Gasoline  License 
Diesel  Fuel  License 
Special  Fuel 

Liquid  Petroleum  Rates 
Aviation  Fuel 
Total 


$42,735,979   $34,781,015 
8,787,176 


36,430 

352,553 

$43,103,691   $43,957,174 


367,712 


SCHEDULE  C 
Property  Tax 
Ad  Valorem  Tax 
Special  Mill  Levy- 
University 
Special  Mill  Levy-Boulder 
Special  Mill  Levy-Warm  Springs 
Net  Proceeds-Mines 
Annual  Mill  Levy-Revenue 
Other 
Total 


11, 788 
8,426,734 


$  8,070,447 

$  8,070,447   $  8,445,679 


SCHEDULE  D 
Miscellaneous  Tax 
Cement 
Cigarette 
Electrical  Energy 

License  Tax 
Freight  Line  Company 

Freight  Line  Cars 
Metal  Mines 
Natural  Gas  Produced 

or  Distributed 
Oil  Production 
Telegraph  Message 
Telephone  License 
Vermiculite  License  Tax 
Tobacco 

Electric  &  Telephone  Coop  Tax 
Resource  Indemnity  Tax 

Coal 

Oil 

Natural  Gas 

Sand,  Gravel,  Top  Soil 
and  Fill  Dirt 

Lead 

Gold 

Silver 

Copper 

Other 
Consumer  Counsel  Tax 
Total 


$   158,394 
3,962,000 


430,300 
2,653,300 

488,889 

6,792,000 

400 

1,194,100 

11,429 


9,815 


$    157,603 
3,962,334 

1,082,858 

568,326 
2,177,777 

527,496 

6,884,010 

1,751 

1,243,602 

10,818 

9,122 


$16,678,427    $16,625,697 


167,827 


177,320 


$   167,827   $   177,320 


See  accompanying  Notes  to  Financial  Statements 
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Bonds  Proceeds 

and  Insurance        Trust  and  Legacy         Combined  Total 
Sinking  Fund  Proceeds  Fund       Fund (Memorandum  Only) 


$ 

21,533 
116,398 

249,094 

$ 

18,990 

135,725 

101 

238,777 

:  r 

535,230 

46,388 

968,643 

r 

571,135 
40,833 

5_ 

-0- 

$ 

-0- 

.  i_ 

-0- 

$ 

-0- 

.  i_ 

-0- 

$_ 

-0- 

1,005,561 

$42,735,979  $34,781,015 
8,787,176 

36,430 

367,712      352,553 

$43,103,691  $43,957,174 


1,023 
107 
202 


1,332  $_ 


$     8,180 

107 

202 

3,125 

11,788 

$  8,070,447 

8,426,734 

$  8,070,447 

$  8,450,136 

$   158,394  $   157,603 
$4,162,511   $4,163,313  $3,014,231   $3,014,813  11,138,742   11,140,460 


977,800 

1,082,858 

430,300 

568,326 

2,653,300 

2,177,777 

488,889 

527,496 

6,792,000 

6,884,010 

400 

1,751 

1,194,100 

1,243,602 

11,429 

10,818 

284,846 

288,045 

$3,014,813 

$2,586,523 

$  500,102 

1,389,646 

73,421 

27,467 

35 

4,008 

19,045 

137,014 

58,980 

284,846 

9,815 

2,586,523 

167,827 
$26,894,365 

288,045 
9,122 

500,102 

1,389,646 

73,421 

27,467 

35 

4,008 

19,045 

137,014 

58,980 

177,320 

$4,447,357 

$4,451,358 

$3,014,231 

$2,586,523 

$2,209,718 

$26,478,906 
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AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 
LIQUOR  RELATED  OPERATIONS 


MORRIS  L   BRUSETT,  C  PA 

LEGISLATIVE    AUDITOR 


STATE  OF  MONTANA 


(©fftcc  of  tl]c  ^egtslatttte  ^ubttor 


STATE  CAPITOL 

HELENA,  MONTANA  59601 

406/449-3122 


ELLEN  FEAVER,  CPA 
DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Liquor 
Division  of  the  Department  of  Revenue  as  of  June  30, 
1977,  and  the  related  Statements  of  Revenue  Compared 
with  Revenue  Estimates,  Expenditures  Compared  with 
Appropriations,  and  Changes  in  Fund  Balances/Retained 
Earnings  for  the  two  fiscal  years  then  ended.   Except 
as  stated  in  the  following  paragraphs,  our  examination 
was  made  in  accordance  with  generally  accepted  auditing 
standards  and,  accordingly,  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures 
as  we  considered  necessary  in  the  circumstances. 

The  condition  of  the  division's  accounting  records 
relating  to  fixed  assets,  equipment,  and  inventories 
was  such  that  we  were  unable  to  perform  certain  audit- 
ing tests  and  procedures  which  we  deemed  necessary  to 
comply  with  generally  accepted  auditing  standards. 
Accounting  records  for  land,  buildings,  and  equipment 
are  not  adequately  maintained.   Certain  essential 
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inventory  records  were  disposed  of  by  the  division 
prior  to  our  audit.   Additionally,  we  did  not  observe 
the  physical  inventory  at  June  30,  1976. 

Accounts  receivable  -  receipts  were  overstated  at 
June  30,  1977  by  $103,797  in  the  Earmarked  Revenue 
Fund.   The  accounts  receivable  had  been  collected 
during  the  preceding  fiscal  year,  but  the  department 
failed  to  clear  the  receivables  due  to  improper  record- 
ing procedures. 

It  was  not  practical  for  us  to  prepare  Statements 
of  Changes  in  Financial  Position  for  the  fiscal  years 
ended  June  30,  1976  and  June  30,  1977.   Presentation  of 
such  statements  summarizing  the  division's  changes  in 
financial  position  is  required  by  Accounting  Principles 
Board  Opinion  No.  19. 

Because  of  the  matters  discussed  in  paragraph  2  of 
this  report,  we  could  not  practicably  perform  the  work 
necessary  to  enable  us  to  express,  and  we  do  not  ex- 
press an  opinion  on  the  Balance  Sheet  for  the  Revolving 
Fund,  Statements  of  Revenue  compared  with  Revenue 
Estimates  and  Statements  of  Changes  in  Fund  Balances/ 
Retained  Earnings  for  fiscal  years  1975-75  and  1976-77 
for  the  General  Fund  and  the  Revolving  Fund. 

In  our  opinion,  due  to  the  matters  discussed  in 
paragraph  3,  the  Balance  Sheet  for  the  Earmarked  Reve- 
nue Fund  does  not  present  fairly  the  financial  position 
of  that  fund  at  June  30,  1977  and  the  Statement  of 
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Changes  in  Fund  Balance  of  the  Earmarked  Revenue  Fund 
does  not  present  fairly  the  results  of  operations  of 
that  fund  for  the  year  ended  June  30,  1977. 

In  our  opinion,  the  statements  listed  below  pre- 
sent fairly  the  financial  position  of  such  funds  of  the 
Liquor  Division  as  of  June  30,  1977,  and  the  results  of 
its  operations  and  changes  in  its  fund  balances/ 
retained  earnings  for  the  fiscal  years  indicated  below 
in  conformity  with  generally  accepted  accounting  prin- 
ciples applied  on  a  consistent  basis. 


Statement  Name 


Balance  Sheet 


Statements  of 
Revenue  Compared 
with  Revenue 
Estimates 


Statement  of 
Expenditures 
Compared  with 
Appropriations 


Statement  of 
Changes  in 
Fund  Balances/ 
Retained  Earnings 


Fund 

Federal  and  Private 
Grant  Clearance  Fund 

Earmarked  Revenue  Fund 


Federal  and  Private 
Grant  Clearance  Fund 

Earmarked  Revenue  Fund 


Revolving  Fund 


Federal  and  Private 
Grant  Clearance  Fund 


Fiscal  Year  Ended 


June  30,  1977 


June  30, 
June  30 , 

June  30 , 
June  30, 

June  30 , 
June  30 , 

June  30, 
June  30 , 

June  30 , 
June  30, 


1976  and 
1977 

1976  and 
1977 

1976  and 
1977 

1976  and 
1977 

1976  and 
1977 


Earmarked  Revenue  Fund   June  30,  1976 


Federal  and  Private 
Grant  Clearance  Fund 


June  30, 
June  30, 


1976  and 
1977 


The  accompanying  Schedule  of  Expenditures  by 
Object  and  the  column  on  the  accompanying  Statement  of 
Revenue  Compared  with  Revenue  Estimates  captioned 
"Combined  Total  Memorandum  Only"  are  not  necessary  for 
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a  fair  presentation  of  the  financial  statements,  but 
are  presented  as  additional  analytical  data.   This 
information  has  been  subjected  to  the  tests  and  other 
auditing  procedures  applied  in  our  examination  of  the 
financial  statements  and,  in  our  opinion,  is  fairly 
stated  in  all  material  respects  in  relation  to  the 
financial  statements  taken  as  a  whole. 

Respectfully  submitted, 


December  29,  1978 


Morris  L.  Brusett,  C.P.A, 
Legislative  Auditor 
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DEPARTMENT  OF  REVENUE,  LIQUOR  DIVISION 


ALL  FUNDS 

BALANCE  SHEETS 

JUNE  30,  1977 

Federal 

and 
Private 

Earmarked 

Grant 

Revenue 

Clearance 

Revolving 

Fund 

Fund 

Fund 

ASSETS 

Cash  in  Treasury 

$454,978 

$  633 

$  682,351 

Cash  Change  Funds 

19,525 

Imprest  Cash  Funds 

5,745 

Accounts  Receivable  -  Receipts 

103,797 

663,630 

Accounts  Receivable  - 

Expenditure  Abatement 

11,520 

Accounts  Receivable  -  Dishonored 

Checks 

1,450 

3,968 

Merchandise  Inventory  (Note  1) 

Stores 

3,703,118 

Warehouse 

2,728,243 

Other  Prepayments 

31,842 
$615,887 

Total  Assets 

$2,083 

$7,792,830 

LIABILITIES  AND  FUND 
BALANCE /RETAINED  EARNINGS 
Accounts  Payable  and  Accruals 
Account  for  Stale-Dated  Warrants 
Uncleared  Collections 
Account  for  Cancelled  Warrant 
Clearing 
Fund  Balance/Retained  Earnings 
Total  Liabilities  and  Fund 
Balance/Retained  Earnings 


$238,252 

$  268 

$1,: 

548,722 

1,132 

10 

1,450 

1,809 

376,503 
$615,887 


250 
105 


$2,083 


6,442,299 
$7,792,830 


See  accompanying  Notes  to  Financial  Statements 
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DEPARTMENT  OF  REVENUE.  LIQUOR  DIVISION 

ALL  FUNDS 

STATEMENTS  OF  REVENUE  COMPARED  WITH  REVENUE  ESTIMATES 

FISCAL  YEAR  ENDED  JUNE  30,  1976 


Revenue  Description 

Licenses  and  Permits 
Taxes 

Beer 

Liquor 
Fines 

Sale  of  Documents 
Liquor  Profits 
Income  Collections  and 
Transfers 

Licenses  and  Permits 

Beer  Tax 

License  Processing  Fees 

Liquor  Sales  and  Excise  Tax 

Dining  Car  and  Airline 
Markup  Tax 

State  Seal  Commission 

Fines 

Vendors  Permit  and  Agent 
Registration  Fees 

Transfers  from  Revolving 
Fund 

Other 
Total 


General  Fund 


Estimated 


Actual 


$  1,079,861   $  1,778,010 


1,208,961 

6,767,017 

10,000 


1,215,114 

6,269,104 

2,200 


8,182,240    7,260,551 


455 


Earmarked 
Revenue  Fund 


Estimated 


Actual 


$1,029,856  $1,035,098 


4,075,000   4,027,709 


$17,248,079   $16,525,434  $5,104,856  $5,062,807 


See  accompanying  Notes  to  Financial  Statements 
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Federal  and  Private  Combined  Total 

Grant  Clearance  Fund  Revolving  Fund  (Memorandum  Only) 

Estimated    Actual        Estimated      Actual 


3,000   $    13,835 


$1,730,387 

2,234,204 

54,247 


16,008 
2,200 


46,733,466    44,543,837 
4,624       13,438 


3,025 
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$-0-    $4,040,071     $46,741,090   $44,571,209 


Estimated 

Actual 

$  1 

079,861 

$  1,778,010 

2 

238,817 

2,250,212 

6 

767,017 

6,269,104 

10,000 

2,200 

3,000 

13,835 

8 

182,240 

7,260,551 

1,730,387 

2,234,204 

54,247 

46 

733,466 

44,543,837 

4,624 

13,438 

16,008 

2,200 

3,025 

4 

075,000 

4,027,709 
554 

$69 

094,025 

$70,199,521 
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DEPARTMENT  OF  REVENUE,  LIQUOR  DIVISION 

ALL  FUNDS 

STATEMENTS  OF  REVENUE  COMPARED  WITH  REVENUE  ESTIMATES 

FISCAL  YEAR  ENDED  JUNE  30,  1977 


Revenue  Description 

Licenses  and  Permits 
Taxes 

Beer 

Liquor 
Fines 

Sale  of  Documents 
Liquor  Profits 
Income  Collections  &  Transfers 

Licenses  and  Permits 

Beer  Tax 

License  Processing  Fees 

Liquor  Sales  &  Excise  Tax 

Dining  Car  &  Airline 
Markup  Tax 

Fines 

Vendor  Permit  &  Agent 
Registration  Fees 

Transfers  from  Revolving 
Fund 

Other 

Total 


General  Fund 


Estimated 


Actual 


$  1,128,066   $  1,328,302 


1,344,984 

6,559,593 

4,000 


1,325,551 

6,679,670 

5,450 


7,246,774    7,189,862 


47 


Earmarked 
Revenue  Fund 


Estimated 


Actual 


$1,145,727   $1,129,173 


4,683,781   4,683,781 


$16,283,417  $16,528,882   $5,829,508  $5,812,954 


See  accompanying  Notes  to  Financial  Statements 
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Federal  and  Private  Combined  Total 

Grant  Clearance  Fund         Revolving  Fund  (Memorandum  Only) 

Estimated   Actual        Estimated      Actual        Estimated      Actual 

$  1,128,066   $  1,328,302 


2,490,711 

2,454,724 

6,559,593 

6,679,670 

4,000 

5,450 

$     3,000 

$     6,122 

3,000 
7,246,774 

6,122 
7,189,862 

$1,276,515 

1,276,515 

2,454,724 

2,454,724 

57,707 

57,707 

46,688,869 

47,624,698 

46,688,869 

47,624,698 

4,670 

16,487 

4,670 

16,487 

5,450 

5,450 

3,875 

3,875 

4,683,781     4,683,781 
100  147 


$-0-    $3,798,371     $46,696,539   $47,647,307    $68,809,464   $73,787,514 
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DEPARTMENT  OF  REVENUE,  LIQUOR  DIVISION 
ALL  FUNDS 
STATEMENTS  OF  EXPENDITURES  COMPARED  WITH  APPROPRIATIONS 
FISCAL  YEAR  ENDED  JUNE  30,  1976 


EARMARKED  REVENUE  FUND 
Appropriation 
Less : 
Liquor  Division  Expenditures 
Other  Division  Expenditures 
Unexpended  Balance 


Liquor 
Division 


$  5,412,568 

4,819,975 

241,916 

$   350,677 


No 
Program 


FEDERAL  AND  PRIVATE  GRANT 
CLEARANCE  FUND 
Withdrawals,  no  appropriation  required 


$  4,040,471 


REVOLVING  FUND 
Appropriation 
Less: 
Expenditures 
Unexpended  Balance 


$46,584,765 

44,878,183 
$  1,706,582 


See  accompanying  Notes  to  Financial  Statements 
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DEPARTMENT  OF  REVENUE,  LIQUOR  DIVISION 
ALL  FUNDS 
STATEMENTS  OF  EXPENDITURES  COMPARED  WITH  APPROPRIATIONS 
FISCAL  YEAR  ENDED  JUNE  30,  1977 


Liquor 
Division 


No 
Program 


EARMARKED  REVENUE  FUND 
Appropriation 
Less : 

Liquor  Division  Expenditures 
Other  Division  Expenditures 
Unexpended  Balance 


$  5,808,255 

5,168,740 

237,175 

$   402,340 


FEDERAL  AND  PRIVATE  GRANT 
CLEARANCE  FUND 
Withdrawals,  no  appropriation  required 


$  3,798,721 


REVOLVING  FUND 
Appropriation 
Less : 
Expenditures 

Unexpended  Balance 


$49,014,528 

47,881,546 
$  1,132,982 


See  accompanying  Notes  to  Financial  Statements 
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DEPARTMENT  OF  REVENUE,  LIQUOR  DIVISION 

ALL  FUNDS 

STATEMENT  OF  CHANGES  IN  FUND  BALANCES/RETAINED  EARNINGS 

FISCAL  YEAR  ENDED  JUNE  30,  1976 


BALANCE  AT  JULY  1,  1975 
As  Previously  Reported 
Adjustments  (Note  4) 
As  Restated 

ADDITIONS 

Revenue  and  Income 

Prior  Year  Income  Adjustment 

Prior  Year  Withdrawal 

Adjustment 
Inventory  Adjustment 
Total 


General  Fund 

Earmarked 

Revenue 

Fund 

$     -0- 
-0- 

$   106,834 
-0- 

-0- 

16,525,434 

106,834 
5,062,807 

16,525,434 


5,169,641 


DEDUCTIONS 
Expenditures 
Prior  Year  Expenditure 

Adjustments 
Withdrawals 

Transferred  to  Consolidated 
Entity 
Total  Deductions 

BALANCE  AT  JUNE  30,  1976 


16,525,434 
16,525,434 


5,061,891 
115,873 

5,177,764 
$   (8.123) 


See  accompanying  Notes  to  Financial  Statements 
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Federal 

and 
Private 
Grant 
Clearance  Revolving 

Fund  Fund 


-0-  $  6,183,068 

-0-  (319,586) 


5,863,482 


4,040,071  44,571,209 

400  671,185 

49,304 

259,377 

4,040,471  51.414,557 


3,887 
4,040,471  44,878,183 


4,040,471  44,882,070 

$    -0-  $  6,532,487 
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DEPARTMENT  OF  REVENUE,  LIQUOR  DIVISION 

ALL  FUNDS 

STATEMENT  OF  CHANGES  IN  FUND  BALANCES/RETAINED  EARNINGS 

FISCAL  YEAR  ENDED  JUNE  30,  1977 


BALANCE  AT  JULY  1,  1976 

ADDITIONS 

Revenue  and  Income 

Prior  Year  Income  Adjustment 

Prior  Year  Withdrawal 

Adjustment 
Prior  Year  Revenue  Adjustment 
Accrual  Adjustment 
Total 


General  Fund 

$     -0- 

16,528,882 


16,528,882 


Earmarked 

Revenue 

Fund 

$    (8,123) 


5,812,954 


5,804,831 


DEDUCTIONS 
Expenditures 
Withdrawals 
Prior  Year  Expenditure 

Adjustments 
Transferred  to  Consolidated 
Entity 
Total  Deductions 

Balance  at  June  30,  1977 


16,528,882 
16,528,882 


5,405,915 

22,412 

5,428,327 
$  376,504 
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Federal 

and 

Private 

Grant 

Clearance 

Revolving 

Fund 

Fund 

$    -0- 

$  6,532,487 

3,798,371 

47,647,307 

250 

14,198 

129,580 

274 

205 

3,798,826 

54,323,846 

3,798,721  47,881,546 


3,798,721  47,881.546 

$ 105         $  6,442,300 
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DEPARTMENT  OF  REVENUE,  LIQUOR  DIVISION 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

FISCAL  YEARS  ENDED  JUNE  30,  1976  AND  1977 

1.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 
Basis  of  Accounting 

The  preceding  financial  statements  were  prepared 
from  the  Statewide  Budgeting  and  Accounting  System 
(SBAS).   The  state  of  Montana  utilizes  the  modified 
accrual  basis  of  accounting.   Modified  accrual  is 
defined  as,  "That  method  of  accounting  in  which  expen- 
ditures are  recorded  on  the  basis  of  valid  obligations 
and  revenues  are  recorded  when  received  in  cash.   Full 
accrual  accounting  will  be  permitted  if  the  need  justi- 
fies the  application.  At  the  end  of  a  fiscal  year,  all 
valid  obligations  against  an  appropriation  are  to  be 
accrued  as  expenditures  as  provided  by  law."   (Montana 
Operations  Manual,  2-0240.40.) 
Inventories 

The  Liquor  Division  maintains  a  periodic  inventory 
system  for  the  wine  and  liquor  inventories  in  the  state 
liquor  warehouse  and  state  liquor  stores.   The  liquor 
inventory  is  reported  at  market  value  (replacement  cost 
plus  freight  basis).   This  method  is  not  in  conformance 
with  generally  accepted  accounting  principles  which 
require  the  reporting  of  inventories  at  the  lower  of 
cost  or  market  value. 
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General  Fixed  Assets  and  Depreciation 

Although  general  fixed  assets  are  expensed  on  SBAS 
at  the  time  of  purchase  and  no  fixed  assets  are  re- 
ported on  SBAS,  the  department  maintains  a  subsidiary 
record  of  fixed  assets  and  computes  depreciation  using 
the  fixed  percentage  on  a  declining  base  method  (10%). 
The  department  reported  the  following  fixed  asset  and 
depreciation  totals  in  its  last  two  annual  reports: 

Fiscal  Years 


1975-76        1976-77 


Fixed  Assets 

Building  $  57,668  $  57,668 

Furniture  and  Equipment  82, 625  188,443 

Total  Fixed  Assets  $140,293  $246,111 


Depreciation  $   9,180      $  20,938 

The  department  did  not  depreciate  the  old  liquor 
warehouse  because  it  had  already  been  depreciated  below 
salvage  value. 

Vacation  and  Sick  Pay 

Liabilities  incurred  because  of  unused  vacation 
and  sick  pay  by  employees  are  not  recorded.   The  re- 
lated expenditure  is  recorded  when  paid.   Permanent 
employees  are  allowed  to  accumulate  and  carry  over  a 
maximum  of  two  years '  vacation  into  a  new  calendar 
year.   Upon  termination,  qualifying  permanent  employees 
having  unused  accumulated  vacation  and  sick  leave 
receive  payment  for  vacation  on  a  100  percent  basis  and 
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sick  leave  on  a  25  percent  basis.   The  amount  of  the 
liability  associated  with  unused,  accumulated  vacation 
and  sick  leave  at  June  30,  1978  was  not  readily  deter- 
minable. 

2.  LEASES 

The  Liquor  Division  had  leases  on  112  state  liquor 
stores  at  June  30,  1977.  These  leases  are  generally 
for  five  or  ten  years  with  five-year  renewal  options. 
The  lessor  furnishes  and  maintains  the  buildings  and 
most  fixtures.  All  of  these  leases  are  classified  as 
operating  leases.  Lease  costs  for  fiscal  year  1975-76 
were  $336,000  and  $358,000  for  fiscal  year  1976-77. 

3.  RETIREMENT  PLANS 

The  Liquor  Division  participates  in  the  Public 
Employees'  Retirement  System  (PERS).   The  division's 
fiscal  year  1976-77  contributory  share  was  5.95%.   The 
employees'  contributory  share  was  6%  for  fiscal  years 
1975-76  and  1975-77.   Total  retirement  plan  expenses 
were  $119,122  for  fiscal  year  1975-76  and  $140,447  for 
fiscal  year  1976-77. 
4.    RESTATEMENT  OF  JUNE  30,  1975,  FUND  BALANCE  - 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 
Revolving  Fund 

The  original  balance  stated  is  that  presented  by 
the  CPA  firm  under  contract  for  the  fiscal  year  1974-75 
audit  of  the  department.   This  balance  includes  the 
following  adjustments  not  made  on  the  division's  ac- 
counting records: 
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Unrecorded  merchandise  received 

prior  to  year  end  (department  made 

adjustment  during  fiscal  year  1975-76)  $259,371 
Unrecorded  accrued  liabilities 

decrease  56,058 

Unrecorded  accounts  receivable 

decrease  4,157 

Total  Adjustment  $319, 586 


This  adjustment  is  necessary  to  bring  the  fund  balance 
into  agreement  with  the  division's  accounting  records. 
5.   LOCAL  ASSISTANCE  DISBURSEMENTS  AND  TRANSFERS  TO 
GENERAL  FUND  AND  OTHER  GOVERNMENTAL  ENTITIES 
In  addition  to  those  expenditures  reported  on  the 
Schedule  of  Expenditures  by  Object,  the  department  also 
made  the  following  local  assistance  disbursements, 
accounting  entity  transfers,  and  other  expenditures: 

Fiscal  Year 
1975-76  1976-77 


Local  Assistance 
Disbursements         $  2,514,637         $  2,481,853 

Transfers  to  General 
Fund  and  Other  Gov- 
ernmental Entities      21,596,835  22,352,034 

Expenditures  by  Other 
Than  Liquor  Division      241,916  237,175 

Total  $24,353,388  $25,071,062 


6.   LIQUOR  DIVISION  PROFITS 

Division  profits  are  transferred  to  the  general 
fund  on  a  monthly  basis.   During  fiscal  year  1975-76, 
division  profits  from  liquor  and  wine  sales  totalled 
$7,260,600,   while  profits  for  fiscal  year  1976-77 
totalled  $7,189,900. 
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DEPARTMENT  OF  REVENUE,  LIQUOR  DIVISION 

SCHEDULE  OF  EXPENDITURES  BY  OBJECT 

FISCAL  YEARS  ENDED  JUNE  30,  1976  AND  1977 


Expenditure  Category 

PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 

Total  Personal  Services 


Fiscal  Years 


1975-76 


$  2,388,170 

201 ,403 

361,479 

2,951.052 


1976-77 


$  2,560,970 

284,364 

392,323 

3,237,657 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repairs  and  Maintenance 
Other  Expenses 
Goods  Purchased  for  Resale 
Total  Operating  Expenses 


241,054 

73,159 

43,457 

7,318 

336,587 

83,993 

20,313 

9,922 

25,843,263 

26,659,066 


266,720 

85,192 

44,827 

12,817 

359,081 

85,315 

22,297 

14,383 

27.754,575 

28,645,207 


EQUIPMENT  EXPENDITURES 
CAPITAL  OUTLAY 

Total  Expenditures  (See  Note  5) 


17,039 
-0- 


126,756 
5,500 


$29.627,157    $32.015,120 


See  accompanying  Notes  to  Financial  Statements 
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AGENCY  REPLIES 


DEPARTMENT   OF   REVENUE 

MITCHELL    BUILDING 
HELENA,   MONTANA   59601 

September    18,    1979 
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Legislative  Audit  Committee 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  Montana   59601 

Gentlemen : 


MONTANA  LEGISLAViVE  AUDITOR 


We  have  reviewed  the  report  on  the  Department  of 
Revenue  prepared  by  the  Legislative  Auditor.   Our  response 
to  the  recommendations  contained  in  the  report  accompany 
this  letter. 

Taken  in  its  entirety,  the  report  represents  a  signifi- 
cant service  to  the  Department  and  to  the  taxpayers  of  the 
state.   It  allows  us  a  fresh  look  at  our  procedures  and 
provides  the  impetus  for  implementing  improvements. 

Sincerely, 


P^^c^u^^ 


MArV  L.  CRAIG,  C.P. 


Director 


MLC : cm 
Attachment 
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RECOMMENDATION    tf  1 

We    recommend    that    the    department    improve    Income    Tax 
Division    internal    controls    as    follows : 

1.  Require    documented    supervisory    reviews    of    division 
auditor    authorized    write-offs    of    uncollectible    income 
taxes    and    refund    payments    on    amended    returns . 

2.  Compare    a    list    of    tribal     certifying    officers    with 
tribal    certification    forms    to    verify    non- taxable    Indian 
reservation    employment . 

3.  Adequately    document    the    type    of    tests    performed    on 
income    tax    returns    they    review. 

4.  Ensure    taxpayers    provide    such    information    requested 
on    the    income    tax    returns    as    signatures ,     social    security 
numbers ,     occupations ,    required    schedule    information    and 
explanations ,     and    dates. 

RESPONSE; 

1.  We  concur.   Supervisory  reviews  of  write-offs  of 
uncollectibles  will  begin  immediately.   We  will  initiate 
a  supervisory  review  procedure  for  all  refunds  made  on 
amended  returns. 

2.  We  concur  and  will  obtain  lists  of  tribal  certifying 
officers. 

3.  V7e  concur  with  the  principle  that  auditors  must 
document  the  work  done  on  each  income  tax  return.   The 
problem  rests  in  the  word  "adequately" .   In  an  operation 
which  handles  a  large  volume  of  returns,  "adequate" 
must  mean  something  far  different  than  it  does  in  the 
case  of  a  single  individual  working  with  a  few  items. 
The  Department  would  welcome  suggestions  as  to  the 
nature  of  adequate  documentation  and  would  adopt  those 
which  seem  practical  in  the  context  of  the  task  we 
have. 

4.  We  concur  with  respect  to  obtaining  signatures  and 
social  security  numbers  and  any  schedule  necessary  for 
determining  the  correct  tax.   It  is  our  position  that 
we  will  not  harass  the  taxpayer  to  obtain  information 
which  is  not  necessary  for  the  determination  of  his 
liability. 
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RECCOMMENDATION     ff  2 

We    recommend    that    the    department    correct    weaknesses    in 
the    Withholding    Tax    Section's    recordkeeping    procedures 
discussed    in    the    report. 

RESPONSE: 

We  concur.   In  March  1979  we  undertook  the  redesign  of 
the  entire  withholding  system.   The  central  index  (tub  file) 
will  be  eliminated  and  replaced  with  a  cross-indexing  system 
based  on  computer  generated  microfiche.   The  numbering 
system  will  be  redesigned  in  order  to  assure  that  duplication 
or  discontinuity  in  sequence  cannot  occur.   A  reliable 
delinquent  notice  system  will  be  implemented.   We  have  added 
an  individual  to  the  staff  through  reorganization  of  the 
division  and  we  are  confident  that  the  problems  associated 
with  the  filing  of  documents  will  be  solved. 

RECOMMENDATION    ft  3 

We    recommend    that    the    department    correct    the    Withholding 
Tax    Section    related    data    processing    weaknesses    discussed    in 
the    report. 

RESPONSE: 

We  concur.  The  Department's  accounts  receivable  system 
has  been  modified  in  order  to  allow  it  to  accept  withholding 
tax  accounts.  We  have  completed  design  of  a  new  MW-5  system 
which  will  become  operational  January  1,  1980. 

RECOMMENDATION    #4 

We    recommend    that    the    department : 

A.  Strengthen    the    field    audit    program    over    employer 
payroll    records . 

B.  Consider    implementation    of    a    coordinated    employer 
audit    effort    as    discussed    in    the    report. 

RESPONSE: 

We  concur  that  the  field  audit  program  in  this  area  is 
weak.   We  are  presently  evaluating  ways  in  which  we  can 
strengthen  the  function  without  adding  additional  staff. 
The  concept  of  coordinated  employer  audits  is  one  option  we 
are  now  considering.   Preliminary  discussions  have  already 
occurred  with  the  administration  of  the  Montana  Department 
of  Labor  and  Industry. 
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RECOMMENDATION    #5 

We    recommend    that    the    department    record    accounts    payable 
to    special    fuel    users    and    dealers    on    the    state's    accounting 
system    at    fiscal    year-end . 

RESPONSE: 

We  do  not  concur.   In  order  to  recognize  the  special 
fuel  users  credit  as  an  account  payable,  we  would  be  required 
to  audit  each  account  at  the  end  of  the  fiscal  year  rather 
than  when  the  credit  is  claimed  as  is  now  the  case.   It 
would  take  an  additional  employee  to  carry  out  this  recommen- 
dation. 

We  will  footnote  our  financial  statements  to  disclose 
that  there  is  an  amount,  contingent  upon  taxpayers'  claims, 
which  may  become  payable.   Under  the  modified  accrual  basis 
of  accounting  which  requires  revenues  to  be  recognized  on  a 
cash  basis,  we  believe  it  is  understood  that  all  collections 
are  subject  to  refund  upon  a  valid  claim  by  a  taxpayer. 

RECOMMENDATION    #6 

We    recommend    that    the    department : 

A.  Take    prompt    action    on    reviewed    accounts    receivable 
files. 

B.  Ensure    that    accounts    receivable    are    removed    from 
accounts    receivable    records    when    paid. 

RESPONSE: 

We  concur  that  some  accounts  should  have  been  written 
off.   This  will  be  corrected  immediately.   The  Inheritance 
Tax  Division  takes  prompt  action  on  reviewed  receivables  but 
many  cases  involve  extensive  delays  for  litigation.   Thus, 
the  speed  with  which  we  are  able  to  deal  with  these  receivables 
is  subject  to  conditions  which  are  outside  our  control. 

As  to  Part  B  of  the  Recommendation,  we  believe  that 
accounts  receivable  are  removed  from  records  when  paid.   We 
will  review  our  system  for  deficiencies  that  might  allow 
paid  receivables  to  be  included  in  our  records. 

RECOMMENDATION     #7 

We    recommend    that    the    department    take    steps    necessary 
to    improve    Inheritance    Tax    Division    weaknesses    discussed    in 
this    report. 
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RESPONSE: 

We  will  respond  to  the  issues  raised  in  the  report 
point-by-point. 

1.  The    division    does    not    maintain    a    copy    of    the 
inheritance    tax    certificate    which    was    issued. 

We  concur.   While  we  feel  that  information  relative  to 
the  certificate  is  already  recorded  in  at  least  two  places  - 
once  on  the  index  card  -  once  on  the  file,  and  if  a  tax  is 
due,  on  the  tax  card  which  is  issued,  we  will  henceforth 
keep  a  copy  of  each  certificate  issued. 

2.  There    are    no    written    criteria    provided    for    determining 
whether    an    error    found    during    an    audit    is    significant . 

We  concur.   We  will  write  down  the  criteria  which  are 
presently  in  use. 

3.  Reports    were    mis  filed . 

We  concur  that  this  condition  existed  at  the  time  of 
the  audit.   Steps  have  been  taken  to  correct  the  situation. 

4.  The  Abandoned  Property  Bureau  has  no  established 
policy  regarding  granting  extensions  to  the  reporting 
date    for    abandoned    property    reports . 

We  have  records  which  show  that  the  Abandoned  Property 
Bureau  has  required  requests  for  postponement  of  the  reporting 
date  to  be  in  writing  and  has  had  a  policy  of  reviewing  each 
request. 

5.  The    department    has    not    transferred    funds    from    our 
Abandoned    Property    account    to    the    Public    School    Account 
on    a    timely    basis. 

In  the  past  these  transfers  have  taken  place  annually; 
we  will  now  do  them  on  a  monthly  basis. 

RECOMMENDATION    #  8 

We    recommend    that    the    department    correct     the    following 
procedural    matters : 

1.  Information    essential     to    ensure    all    regulated 

companies    are    assessed    properly    for    the    Consumer    Counsel 
Tax    is    available    at    the    Department    of    Public    Service 
Regulation .        It    should    be    obtained    and    compared    with 
records    maintained    for    fees    received    by    the    Department 
of    Revenue    to    ensure    proper    inclusion    of    all    entities . 
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2.  The    division    should    ensure    that    all    interested 
parties    are    informed    that    Resource    Indemnity    Trust    Tax 
need    not    be    paid    if    there    is    no    production . 

3.  Several    tax    return    forms    used    by    the    Miscellaneous 
Tax    Division    must    be    notarized.       It    does    not    appear 
that    notarizing    the    returns    is    either    required    or 
needed . 

RESPONSE: 

1.  We  concur,  but  the  issue  is  not  as  simple  as 
stated.   There  is  a  long  history  centering  on  our 
efforts  to  administer  this  tax  properly.   Early  in  1979 
the  Department  of  Public  Service  Regulation  began  to 
furnish  compliance  information  on  an  on-going  basis. 

We  will  continue  to  send  personnel  to  the  Department  of 
Public  Service  Regulation  on  an  annual  basis  to  obtain 
gross  operating  revenues  from  their  annual  reports. 

2.  We  concur,  but  rather  than  wait  to  change  the 
reporting  form,  which  would  delay  implementation  eighteen 
months  or  more,  we  will  put  specific  instructions  in 

our  general  information  letter  which  is  sent  out  about 
January  15  each  year. 

3.  Elimination  of  the  notarization  requirement  is  an 
on-going  division  project.   For  the  last  four  Legislative 
Sessions  we  have  been  proposing  housekeeping  legislation 
to  delete  the  requirements  for  notarized  returns. 
Following  enactment  of  this  legislation  there  is, 
inevitably,  an  interim  period  during  which  notarized 
reports  are  filed  because  taxpayers  often  maintain  a 
supply  of  forms.   We  will  assure  that  the  notarization 
requirement  is  striken  from  all  forms  which  we  send 

out. 

RECOMMENDATION    #9 

We    recommend    that    the    department : 

1.  Require    proper    completion    of    all     license    applications 
before    processing    them. 

2.  Review    license    processing    fees    and    adjust    the    fees 
to    cover    license    processing    costs. 

3.  Establish    better    control    over    license    files    including 
the    use    of    outslips    and    locking    the    file    storage    room 
during    nonworking    hours. 

RESPONSE: 

We  concur.   We  have  recently  revised  our  application 
form  and  will  require  completion  of  the  form  before  processing. 
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We  will  review  our  license  processing  costs  and  adjust  fees. 
We  will  establish  better  control  over  license  files. 

RECOMMENDATION     fll  0 

We    recommend    that    the    department    revise    its    system    for 
purchasing    liquor    to    facilitate    better    management    of    inventory 
levels . 

RESPONSE: 

We  concur.   We  are  reviewing  our  entire  liquor  system. 
(See  Recommendation  #11.) 

RECOMMENDATION     #11 


We    recommend    that    the    department    revise    the    purchase 
system    to    negate    the    effect    of    inventory    outages    on    current 
purchases    and    to    include    consideration    of    economic    order 
quant i ties . 

RESPONSE: 

We  concur.   Boeing  Computer  Service  of  Seattle  is 
presently  under  contract  to  install  a  proven  forecasting 
system  which  will  be  used  to  predict  warehouse  inventory. 
At  the  same  time,  the  department  has  committed  itself  to 
eventually  implementing  a  point  of  sale  system  in  all  large 
stores. 

RECOMMENDATION     ft  1  2 

We    recommend    that    the    department    seek    legal    counsel    as 
to    whether    to    pay    the    unpaid    leave    balances    to    former    commission 
employees    based    on    the    statutes    in    effect    at    the    time    of 
their    termination    or    transfer    to    an    agency    store. 

REPSONSE: 

We  concur.   Department  counsel  has  been  instructed  to 
evaluate  the  problem. 

RECOMMENDATION     If  1  3 

We    recommend    that    the    department    correct    the    following 
internal    control    weaknesses : 

1.  Six    of    27    stores    were    not    depositing    their    cash 
receipts    intact    and    on    a    timely    basis. 

2.  Three    of    the    27    stores    were    not    restr ictively 
endorsing    checks    on    a    timely    basis. 

3.  Three    of    the    27    stores    were    not    reconci ling    their 
cash    receipts    to    the    cash    register    tapes.       Overages    and 
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shortages    were    absorbed    in    the    change    fund. 

4.  Eight    stores    were    not    providing    cashier    receipts 

to    their    customers .        Those    stores    having    cash    registers 
which    permit    cash    receipts    should    provide    receipts,    and 
the    division    should    work    towards    provid ing    all    stores 
with    such    cash    registers . 

REPONSE: 

VJe  concur.   All  these  practices  are  discussed  in  our 
Liquor  Store  Manual.   Our  district  supervisors  will  be 
advised  to  make  sure  that  our  procedures  are  followed. 

RECOMMENDATION    If  1  4 

We    recommend    that    the    department    comply    with    license 
related    statutes    or    seek    legislative    changes . 

RESPONSE: 

We  concur  in  principle  with  the  need  for  timeliness  in 
investigating  license  applicants.   The  Investigation  Division 
has  been  given  the  goal  of  completing  its  work  within  the 
statutory  thirty  days.   However,  it  should  be  noted  that 
deadlines  set  by  our  statutes  are  not  considered  consequential 
by  agencies  outside  Montana  which  become  involved.   It  is 
virtually  impossible  to  anticipate  just  how  long  a  complicated 
investigation,  seeking  information  from  outside  the  state, 
might  take  so  the  department  would  find  it  difficult  to 
suggest  a  more  suitable  time  limit. 

The  department  will  seek  clarification  of  the  license 
fee  for  VFW  clubs. 

RECOMMENDATION    it  1  5 

We    recommend    that    the    department    reconcile    the    distribution 
of    liquor    license    tax    revenues    on    a    periodic    basis    to    ensure 
proper    distribution . 

RESPONSE; 

We  concur.   The  situation  mentioned  in  the  report  was 
corrected  as  soon  as  it  was  brought  to  our  attention.   Sub- 
sequent changes  in  liquor  laws  have  made  the  way  we  calculated 
the  distribution  obsolete.   We  now  base  all  distributions  on 
the  same  information  so  reconciliations  are  no  longer  necessary. 

RECOMMENDATION    #16 

We    recommend    that    legislation    be    enacted    to    require    the 
department    to    be    responsibi le    for    the    distribution    of    beer 
tax    collections. 
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RESPONSE: 

We  concur . 

RECOMMENDATION     #17 

We    recommend    that    the    department    review    the  cited    cases 

to    determine    what    action,    if    any,     is    required    to  ensure 

compliance    with    Section    2- 2- 302 ,    MCA,    and    inform  its    employees 
of    the    law. 

RESPONSE: 

We  do  not  concur.   Our  position  remains  that  ultimate 
authority  for  hiring  liquor  store  employees  does  not  reside 
with  store  managers.   Store  staffing,  particularly  in  view 
of  the  profit  goal  set  for  the  enterprise,  is  properly  the 
concern  of  central  management. 

RECOMMENDATION     #18 

We    recommend     that     the    department     improve    its     tax    audit 
procedures    considering    the    criteria    presented    in    this    report 
secti on . 

RESPONSE: 

We  concur.   In  most  audit  areas  the  department  complies 
with  the  guidelines.   However,  we  admit  that  documentation 
of  compliance  is  often  sparse.   We  will  work  to  improve  our 
compliance  with  the  guidelines  and  will,  subject  to  budget 
and  manpower  constraints,  provide  the  documentation  needed. 

RECOMMENDATION    #19 

We    recommend    that    the    department: 

1.  Ensure    all    accounts    receivable    subsidiary    detail 
ledgers    are    reconciled    to    corresponding    state    accounting 
record    amounts    at    fiscal    year-end . 

2.  Record    receivables    when    incurred. 

3.  Maintain    auditable    records    for    all    receivables . 

4.  Take    steps    necessary    to    provide    adequate    internal 
controls    over    accounts    receivable . 

RESPONSE: 

1.    We  concur  that  all  accounts  receivable  subsidiary 
detail  ledgers  should  be  reconciled  to  corresponding 
state  accounting  record  amounts  at  fiscal  year-end. 
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All  reconciliations  of  the  agency-wide  accounts 
receivable  system  will  be  brought  up-to-date  and  kept 
up-to-date.   At  fiscal  year-end  we  will  make  all  necessary 
corrections  in  SBAS  to  bring  the  detail  ledgers  into 
agreement  with  SBAS . 

2.  We  also  concur  that  all  receivables  should  be 
recorded  when  incurred.   It  has  been  our  policy  to 
recognize  a  receivable  whenever  we  have  a  document 
evidencing  a  tax  liability  but  have  no  payment  or  in- 
sufficient payment.   In  some  instances  this  was  not 
done  in  the  withholding  tax  area  during  the  period 
audited.   Redesign  of  the  withholding  system  and  the 
inclusion  of  withholding  taxes  on  the  department's 
receivable  system,  with  close  monitoring,  should  assure 
that  these  instances  will  not  arise  again. 

3.  The  report  refers  to  a  situation  which  occurred  in 
the  development  of  the  bad  debt  section.   We  now  believe 
internal  controls  are  adequate  and  records  are  auditable. 
Resources  permitting,  we  will  rewrite  the  bad  debt 
system  to  achieve  further  improvements. 

RECOMMENDATION    jj  2 0 

We    recommend    that    the    department    attempt    to    synchronize , 
between    reports ,     financial    information    distributed    outside 
the    agency. 

RESPONSE: 

We  concur  and  have  been  attempting  to  synchronize  the 
reports  mentioned  by  the  Legislative  Auditor.   Currently, 
any  differences  between  SBAS  and  our  Revenue  Report  are 
known  to  us  and  adequate  notes  accompanying  the  Revenue 
Report  caution  readers  as  to  differences. 

RECOMMENDATION    #21 


We    recommend    that    the    department    take    steps    necessary 
to    ensure    compliance    with    Title    2,    Chapter    6,    MCA,    relating 
to    records    retention    on    an    agency-wide    basis. 

RESPONSE: 

We  concur.   Administrators  of  all  divisions  have  been 
advised  of  the  procedures  which  must  necessarily  precede  the 
destruction  of  records. 

RECOMMENDATION    #22 

We    recommend    that    the    department    prepare    written    procedures 
manuals    when    practicable ,    in    areas    involving    administration 
of    tax    1 aws . 
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RESPONSE: 

We  concur  in  principle.   The  essential  words  are  "when 
practicable" .   Since  there  is  no  showing  of  inconsistent 
administrative  practices,  this  project  will  necessarily  be 
given  low  priority  in  many  tax  areas  because  of  the  limited 
resources  at  our  disposal. 

RECOMMENDATION     §23 

We    recommend    that    the    department    initiate    adequate 
controls    to    ensure    that    only    authorized    expenditures    are 
made    from    these     (contingent    revolving ,    petty    cash)     accounts . 

RESPONSE; 

We  concur.   Permanent  travel  advances  are  now  used. 
Unauthorized  use  of  the  contingent  fund  is  prohibited. 

RECOMMENDATION     if  2  4 

We    recommend    that    the    department    consider    the    following 
weaknesses    in    evaluating    the    statewide    bad    debt    collection 
process : 

1.  Although    the    department    has    established    a    $0    to 
$50  limit    for    the    continued    pursuance    of    a    bad    debt, 
ten  of    our    sample    of    25    active    bad    debt    files    were    for 
the  collection    of    debts    in    amounts    from    $0    to    $50. 

2.  Although  the  department  has  established  a  30-60-90 
day  interval  for  sending  collection  letters  to  debtors , 
nine  of  our  sample  of  25  active  bad  debt  files  had  only 
one    letter    sent    in    the    col  lection    effort. 

3.  The    department    does    not    assess    penalty    and    interest 
on    amounts    due. 

4.  We    noted    debts    recorded    as    paid    in    the    bad    debts 
computer    generated    subsidiary    detail    ledger    without 
documentation    of    the    transfer    of    proceeds    to    the    originating 
agency . 

5.  An    effective    department    collection     tool     is     the 
ability    to    offset    bad    debts    against    individual    income 
tax    refunds .        We    found,    however ,    a    significant    number 
of    files    accepted    by    the    department    which    did    not 
include    social    security    account    numbers .        These    account 
numbers    are    necessary    to    initiate    tax    refund    offsets . 

RESPONSE: 

We  do  not  concur.   We  do  not  see  the  items  reported  as 
significant  weaknesses. 
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1.  All  files  regardless  of  amounts  are  considered 
"active"  when  first  received  and  are  scheduled  to 
receive  30-60-90  day  letters.   The  $0  to  $50  criterion 
applies  to  the  expenditure  of  resources  BEYOND  THE  MAIL 
EFFORT. 

2.  It  is  conceivable  that  either  a  second  letter  had 
not  yet  been  requested  or  the  supervisor  had  stopped 
further  letters.   It  is  often  the  case  that  workload  is 
such  that  the  actual  period  betv/een  letters  is  greater 
than  the  ideal. 

3.  We  have  not  authority  to  establish  any  penalty  and 
interest  other  than  what  is  in  the  law  which  created 
the  debt.   It  is  our  policy  not  to  apply  a  penalty 
unless  the  referring  agency  requests  it. 

4.  All  collections  are  returned  to  agencies  periodically, 
We  retain  no  collections  and  we  have  documented  all 
transfers  back  to  agencies. 

5.  We  require  the  Social  Security  Number  on  all  debts 
(MOM,  Chapter  2-1152.42  B-7).   We  cannot  require  what 
an  agency  does  not  have  and  we  accept  a  debt  without  a 
Social  Security  Number  because  we  may  be  able  to  supply 
one . 

RECOMMENDATION    ^25 

We    recommend    that    the    department : 

A.  Define    allowable    business    use    for    Investigation 
Division    vehicles . 

B.  Require    Investigation    Division    personnel     to    document 
vehicle    mileage    and    purpose    of    travel. 

RESPONSE: 

We  concur.   We  are  currently  working  on  an  adequate 
definition  of  allowable  business  use  for  Investigation 
Division  vehicles.   We  will  require  that  an  accurate  trip 
log  be  maintained  in  the  vehicles  at  all  times  and  require 
drivers  to  record  all  miles  and  purpose  for  travel. 

RECOMMENDATION    ii  2 6 

We    recommend    that    the    department    initiate    procedures    to 
ensure    adequate    internal    controls    in    its    payroll    adminis- 
trative   functions . 

RESPONSE; 

We  concur.   We  will  establish  stringent  internal  control 
in  payroll  administration. 
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RECOMMENDATION     H 2 7 

We    recommend    that    the    department    take    steps    necessary 
to    ensure    compliance    with    Montana    statutes ,     and    rules    and 
regulations    relating    to    the    administration    of    the    department . 

RESPONSE: 

We  concur.   We  will  take  steps  to  ensure  compliance 
with  applicable  statutes.   Improved  time-reporting  systems 
will  ameliorate  the  situation.   It  will  be  our  policy  in  the 
future  to  require  all  worksheets  to  accompany  SBAS  documents. 
In  the  updated  version  of  SBAS  (SBAS  II) ,  automatic  encumbrance 
removal  is  possible.   We  will  investigate  the  situation 
where  travel  expenses  were  paid  to  an  individual  on  sick  and 
on  annual  leave  and  take  appropriate  action.   We  will  not 
pay  miscellaneous  expenses  in  excess  of  $10  which  are  not 
supported  by  a  receipt. 

RECOMMENDATION    #28 

We    recommend    that    the    department    take    steps    necessary 
to    ensure    adequate    physical    safeguards    over    the    data    processing 
operation . 

RESPONSE: 

We  concur.   We  will  take  steps  to  enhance  the  physical 
security  of  our  data  processing  operation. 

RECOMMENDATION    #29 

We    recommend    that    the    department    consider    weaknesses 
discussed    in    this    section    in    improving    data    process ing 
operati ons . 

RESPONSE: 

We  concur  in  part.   Programmers  will  no  longer  use 
production  numbers  for  test  processing.   The  other  problems 
(scheduling,  manuals,  and  periodic  reviews)  are  the  product 
of  allocating  a  scarce  resource  (personnel)  to  consumers 
whose  demands  are  large.   We  will  attempt  to  meet  some  of 
these  ideals  more  fully  as  time  and  people  become  available 
for  the  task. 

RECOMMENDATION    #30 

We    recommend    that    the    department    review    the    data    processing 
activity    by    non-Research    and    Information    Division    personnel 
and    establish    adequate    controls    over    that    data    processing . 
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RESPONSE: 

We  concur.   Data  processing  activities  conducted  outside 
the  Research  and  Information  Division  will  be  brought  under 
its  control. 

RECOMMENDATION    §31 


We    recommend    that    the    department    review    its    data 
processing    activities    at    MSU    and    take    appropriate    action    to 
assure    adequate    control    over    data. 

RESPONSE: 

We  will  examine  the  data  processing  activities  conducted 
at  Montana  State  University.   It  is  neither  our  place  nor 
our  purpose  to  defend  the  Montana  State  University  Computing 
Center  but  preliminary  review  with  its  Director  indicates 
that  many  of  the  problems  mentioned  in  this  report  do  not 
seem  to  be  of  the  magnitude  attributed  to  them. 

RECOMMENDATION     ff  3 2 

We  recommend  that  the  department  consider  weaknesses  in 
the  Research  Division  in  formulating  policies  and  procedures 
for    Research    and    Information    Division's    operations . 

RESPONSE: 

We  concur.   The  data  processing  activities  of  the 
Research  Bureau  will  be  required  to  meet  the  standards  set 
by  the  Division. 
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